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MERCHANT MARINE LEGISLATION 


WEDNESDAY, FEBRUARY 3, 1960 


Hovser or REPRESENTATIVES, 
SUBCOMMITTEE ON MrercHANT MARINE 
OF THE COMMITTEE ON MercHANT MARINE AND FISHERIES, 
Washington, D.C. 


The subcommittee met at 10 a.m., pursuant to notice, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 

residing. 

Present: Representatives Bonner, Miller, Downing, Casey, Tollef- 
son, Van Pelt, Ray, Mailliard, Pelly. 

Present also: Representative Curtin. 

Staff members present : John M. Drewry, chief counsel, and William 
B. Winfield, chief clerk. 

The Cuarrman. The committee will come to order. 

The committee is meeting this morning for the consideration of 
§. 2185. 

(S. 2185 and report follow :) 


[S. 2185, 86th Cong., 1st sess. ] 


AN ACT To provide appropriate public recognition of the gallant action of the Steamship 
Meredith Victory in the December 1950 evacuation of Hungnam, Korea 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, in recognition of the gallant action of 
the Steamship Meredith Victory in saving the lives of over fourteen thousand 
Korean civilians by transporting them in a single voyage from Hungnam to 
Pusan in December of 1950, the Secretary of Commerce shall issue a citation 
and award a plaque to the Steamship Meredith Victory, and shall award an 
appropriate citation ribbon bar to each person serving on board her at that 
time, and shall award a Merchant Marine Meritorious Service Medal to the 
master of the vessel at the time of the action, under the authority of sections 
la and 3 of the Act entitled “An Act to authorize medals and decorations for 
outstanding and meritorious conduct and service in the United States merchant 
marine, and for other purposes”, approved July 24, 1956 (46 U.S.C. 249b), 
notwithstanding that such Act was not then in effect. 

Passed the Senate August 19 (legislative day, August 18), 1959. 

Attest : 

Fetton M. Jounston, Secretary. 


[S. Rept. 720, 86th Cong., 1st sess. ] 


The Committee on Interstate and Foreign Commerce, to whom was referred 
the bill (S. 2185) to provide appropriate public recognition of the gallant action 
of the SS Meredith Victory in the December 1950 evacuation of Hungnam, 
Korea, having considered the same, report favorably thereon with amendment 
and recommend that the bill as amended do pass. 
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THE AMENDMENT 


On page 1, line 10, delete the words “under the authority of section 3” ang 
insert in lieu thereof the words “and shall award a Merchant Marine Meri- 
torious Service Medal to the master of the vessel at the time of the action, 
under the authority of sections la and 3”. 


REASON FOR THE LEGISLATION 


On December 21, 1950, the SS Meredith Victory, a dry cargo vessel of the 
Moore-McCormack Lines, Inc., under charter to the Military Sea Transporta- 
tion Service, undertook an emergency evacuation of refugees from Hungnam, 
Korea, that will rank forever, the committee believes, among the extraordinary 
achievements of a U.S. merchant marine long accustomed to acts of exceptional 
heroism among its officers and crews. 

Entering the harbor of Hungnam, Korea, with a cargo of military supplies for 
the United Nations forces, the vessel’s officers found the city under enemy gun- 
fire, surrounded by Communist troops whose officers had sent notice that all 
persons found in the city when captured would be beheaded. 

At the request of military officials for assistance in evacuating the civilians 
and refugees in the city, Capt. Leonard P. LaRue, master of the SS Meredith 
Victory, instructed the crew to load evacuees until no more could be taken 
abroad. Although only 455 feet in length, with cabin accommodations for only 
12 persons, the vessel took aboard more than 14,000 Korean civilians, who 
occupied every available square foot of space on deck and below. Many had 
to be lifted aboard on wooden pallets, by the ship’s winches. 

Without doctor or interpreter, and with insufficient food and water for such 
a throng, the vessel sailed 3 days, once passing through a 30-mile minefield, 
before discharging its passengers at Pusan, where it arrived on Christmas Eve, 
Five babies were born during the trip, with the master and chief officer in 
attendance. 

The Korean Government, on December 12, 1955, honored the vessel with an 
award to the master of the Korean Order of Military Merit Ulchi with Gold 
Star. 

Public Law 759, 84th Congress, approved July 24, 1956, authorized issuance 
of medals and decorations for outstanding and meritorious conduct and service 
in the U.S. merchant marine. However, section 3 of its provisions is not retro- 
active; therefore, legislation is necessary to make the proposed awards. 

The reports of the Department of the Navy, the Military Sea Transportation 
Service, and the Secretary of Commerce, recommending enactment of S. 2185, 
are appended. 


THE SECRETARY OF COMMERCE, 
Washington, D.C., June 25, 1959. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

Deak Mr. CHAIRMAN: This letter is in reply to your request of June 18, 1959, 
for the views of this Department with respect to S. 2185, a bill to provide ap 
propriate public recognition of the gallant action of the SS Meredith Victory 
in the December 1950 evacuation of Hungnam, Korea. 

The bill would authorize the Secretary of Commerce, under section 3 of Pub- 
lic Law 759, 84th Congress, to issue a citation and award a plaque to the 8$ 
Meredith Victory, and a citation ribbon bar to each person serving on board at 
the time, in recognition of the gallant action of this vessel in saving the lives 
of over 14,000 Korean civilians, by transporting them in a single voyage from 
Hungnam to Pusan, Korea, in December 1950. Legislation is necessary, since 
section 3 of the Public Law approved July 24, 1956 (46 U.S.C. 249b), is not 
retroactive to December 1950. 

The Department recommends favorable consideration of the bill with an 
amendment as hereinafter suggested. 

On December 21, 1950, the SS Meredith Victory entered the harbor of Hung: 
nam, Korea, with a cargo of military supplies for the United Nations forces. 
The city was surrounded by Communist troops and under enemy gunfire. 

Military forces in the city appealed to the master of the vessel to assist in 
evacuation of the civilians trapped in the city, since Communist forces had 
sent advance notice that all persons found in the city when it was captured 
would be beheaded. 
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MERCHANT MARINE LEGISLATION 3 


The SS Meredith Victory, a 7,600 gross ton cargo vessel, with facilities for 12 
gers, took aboard 14,000 Korean civilians, filling every available space 
above and below deck. Those persons unable to walk were hoisted aboard on 
wooden pallets by use of the vessel’s winches. The vessel carried neither doctor 
nor interpreter, and very little food and water was available. 

The voyage to Pusan, Korea, required 3 days, with the vessel in constant 
danger of being blown up while passing through a 30-mile minefield. In addition 
to the burdens and problems of the voyage. five babies were born, with the 
master and chief officer in attendance. Arrival in Pusan, Korea, was on Christ- 
mas Eve, 1950, where the passengers were discharged without a loss of life dur- 
ing the voyage. 

On December 12, 1955, the Korean Government awarded the master of the 
yessel the Korean Order of Military Merit Ulchi with Gold Star. 

It is the opinion of the Department that the SS Meredith Victory is worthy of 
the Gallant Ship Unit Citation. The master and crew of the vessel distinguished 
themselves in a most humanitarian act without regard to their own safety. 
Unquestionably there was extreme danger to both life and property while load- 
ing in port and after when proceeding through mined waters. The caring and 
providing for 14,000 persons in limited space with little food and water in addi- 
tion to a language barrier, is in itself a noteworthy achievement. 

It is suggested that, in addition to the Gallant Ship Citation, an award of the 
Meritorious Service Medal be made to the master of the vessel at the time of 
the action, in full recognition of his meritorious conduct in the line of duty. 
This can be accomplished by the following amendment: Page 1, line 10, insert 
after the comma the following words: ‘and shall award a Merchant Marine 
Meritorious Service Medal to the master of the vessel at the time of the action,” 
and strike out the words “section 3” and insert “sections 1(a) and 3,” in lieu 
thereof. 

It is estimated that the costs involved in carrying out this legislation would 
be $175. 

The Department recommends favorable consideration of the bill, amended as 
herein proposed. 

We have been advised by the Bureau of the Budget that there would be no 
objection to the submission of this letter to your committee. 

Sincerely yours, 
FREDERICK H. MUELLER, 
Under Sccretary of Commerce. 


DEPARTMENT OF THE NAVY, 
Mrirtirary SEA TRANSPORTATION SERVICE, 
Washington, D.C., June 27, 1959. 
Hon. WARREN G. MAGNusoN, 
US. Senate, Washington, D.C. 


My Dear SENATOR MaGnuson: In response to the oral request of your com- 
nittee for comment on Senate bill 2185, allow me to say that I feel it would 
be a most appropriate gesture to honor the men of the Meredith Victory and 
the ship herself for a truly outstanding example of fine seamanship. 

The Meredith Victory was under charter to the Military Sea Transportation 
Service at the time of the incident, and we, as you know, expressed our own 
appreciation and amazement upon first hearing the news. 

Few epics of the sea captured the imagination of the country as did the saga 
of the Meredith Victory. She not only saved the actual lives of 14,000 persons 
ma single voyage, but even more than that she and her gallant company be- 
came symbols of the American attitude that human lives are more precious than 
ideologies. 

Recognition as proposed in Senator Javits’ bill seems to me to be not only 
most fitting, but long overdue. 

Sincerely, 
J. M. WIt1, 
Vice Admiral, USN, 
Commander, Military Sea Transportation Service. 
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DEPARTMENT OF THE NAVY, 
OFFICE OF THE SPORETARY, 
Washington, D.C., July 2;.1959, 
Hon. WARREN G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

My Dear Mr. CHarnMAN: Your request for comment on the bill, S. 2185, to 
provide appropriate public recognition of the gallant action of the SS Meredith 
Victory in the December 1950 evacuation of Hungnam, Korea, has been referred 
to this Department by the Secretary of Defense for the preparation of a report 
thereon expressing the views of the Department of Defense. 

The Department of the Navy, in its representative capacity, favors the enact. 
ment of S. 2185. It is believed that the issuance of a citation and award of a 
plaque to the SS Meredith Victory, and the award of an appropriate citation 
ribbon bar to members of her crew, as this bill would provide, is an appropriate 
recognition of the outstanding feat performed by this ship in December 199, 

SS Meredith Victory was one of 193 ships owned and chartered by the Military 
Sea Transportation Service which participated in the evacuation of Hungnam, 
Korea, in late December 1950. These ships helped to evacuate 105,000 troops, 
91,000 civilians, 17,500 vehicles, and 350,000 tons of supplies and equipment, 
The Meredith Victory, only 455 feet long, had cabin class accommodations for 
12 people. Capt. L. P. LaRue, the master of Meredith Victory, ordered his 35. 
man crew to load evacuees until no more could be taken aboard. This ship, one 
of the last to leave the harbor, evacuated 14,000 Korean civilians. The civilians 
were aboard for 3 days, including the time to embark and disembark. This is 
a worldwide record lift. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on S. 2185 to the 
Congress. 

Sincerely yours, 
Joun 8S. McCatn, Jr., 
Rear Admiral, U.S. Nawy, 
Chief of Legislative Affairs 
(For the Secretary of the Navy). 
There is no change in existing law. 


The Cuatrman. The first witness will be Congressman Fino. 


STATEMENT OF HON. PAUL A. FINO, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


Mr. Frvo. Mr. Chairman and members of the committee, I am 
Congressman Paul A. Fino, of New York. I am the introducer of 
H.R. 2533, which is a companion bill to S. 2185, which was introduced 
by my colleague, Senator Javits, and passed the Senate last ane 

This is a very simple bill and will cost the Government only about 
$175. This, I assume, is a very odd thing to hear in a committee room. 
It is a very cheap bill. 

The Cuairman. I would not say a cheap bill. 

Mr. Fino. It is cheap in cost. 

The Carman. A startling cost. 

Mr. Fino. The bill provides for public recognition of the gallant 
action of the SS Meredith Victory in the December 1950 emergency 
evacuation of 14,000 refugees from Hungnam in Korea and it merely 
directs the issuance of a citation and award of a plaque to the $ 
Meredith Victory and citation ribbon bar to 35 crew members. 

This bill has the favorable recommendation of the Department of 
Commerce, the Military Sea Transportation Service, and the Depart- 
ment of the Navy. 
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There is some previous law. Public Law 759 of the 84th Congress 
authorized the issuance of medals and decorations for outstanding and 
meritorious conduct in the service of the U.S. merchant marine, but it 
js not retroactive and does not cover this situation. 

That is the reason there was a need for this particular bill. 

I urge this committee to give it favorable and serious consideration. 

The CuamrMan. Does that conclude your statement ? 

Mr. Frno. Yes, sir. 

The Cuartrman. Mr. Tollefson ? 

Mr. Touterson. I am just curious. How many of the crew mem- 
bers are presently living? 

Mr. Fino. I know one. He is a constituent of mine who asked me 
to introduce this legislation. I do not know how many are alive. I 
have never asked him. 

The one I do know, who is very much alive, is a very young boy who 
has served in the U.S. attorney’s office and has been after me to get 
favorable consideration of this legislation. 

Mr. Totterson. I have no further questions, Mr. Chairman. 

The Cuarrman. Mr. Downing? 

Mr. Downtna. I have no questions, only to comment, Congressman, 
that this was quite a feat to get 14,000 people into a vessel 455 feet 
long. 

Mr. Frvo. That is right. It was under fire all the time while it 
traveled from Hungnam to Pusan. 

Mr. Downtna. How many died during this voyage ? 

Mr. Frno. To my knowledge, I do not think that any died but there 
were five babies born during the trip from Hungnam to Pusan, so 
that there was an addition. 

Mr. Downtne. That is all, Mr. Chairman. 

The Cuarrman. Mr. Van Pelt? 

Mr. Van Petr. I have no questions. 

The CHarrman,. Mr. Ray? 

Mr. Ray. I have no questions. 

The Caamman. Thank you very much. 

Mr. Fino. Thank you, gentlemen. 

The Cuairman. Admiral Lee. 


STATEMENT OF ADM. R. C. LEE, USN, RETIRED, CHAIRMAN OF THE 
BOARD, MOORE-McCORMACK LINES 


Admiral Ler. Mr. Chairman and gentlemen of the committee, my 
name is R. C. Lee. Iam chairman of the board of Moore-McCormack 
Lines and speak on behalf of all the officers and employees of Moore- 
McCormack, both ashore and afloat, in support of the bill now before 
this committee. 

The heroic rescue of 14,000 Koreans from almost certain death 
by Capt. Leonard P. LaRue, the 41-year-old shipmaster, and. his 
crew is perhaps symbolic of the difference in ideologies between East 
and West. Here 14,000 human souls were landed ‘safely in Pusan 
on Christmas Eve, the most revered season of the Western World. 
In contrast, the opposing forces had notified these people that they 
would be massacred upon the entrance of Chinese troops into their 
city. 
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The epic story of the rescue and the events which followed cap. 
tured the interest and imagination of the American public and their 
Western allies. It helped to emphasize the value of our American 
merchant marine and American crews, who, while on a war mission 
still had the time and courage to make such a humanitarian rescye 
of civilians. 

Moore-McCormack Lines is justly proud of the exploits of Captain 

zaRue, his crew, and his vessel, the SS Meredith Victory. It is re. 
grettable that Captain LeRue is not present on this occasion; however, 
it was during this voyage that he decided to leave the sea and enter 
religious orders. Moore-McCormack Lines is happy to have recently 
received word that Captain LaRue has taken his final vows as 
Brother Marinus in the Benedictine monastery at Newton, N.J. 

We sincerely recommend “safe passage” for this bill and public 
recognition of the gallant action of this American crew on an Ameri- 
can ship for a job well done in the highest tradition of the free 
world. 

The Cuatrman. The ship at the time was delivering supplies? 

Admiral Ler. It was under charter to some branch of the Govern- 
ment delivering war supplies in Hungnam before the Chinese break- 
through. 

The CHarmman. Was the action of Captain LaRue approved by the 
owners of the ship ? 

Admiral Lez. There was no approval. It just happened. 

The Crarrman. It was action on his own part? 

Admiral Ler. It was his own action and the action of the military 
commanders in the zone. 

The Cuarrman. What was the situation that brought this about? 

Admiral Lex. The situation was that the American forces were 
being hotly pursued into Hungnam and the civilians swept in ahead of 
them. There was no place to go and, under dire risk apparently 
from gunfire and from murder, if and when they were captured, they 
asked the captain if he would take these people aboard. 

He said, “I will take all I can.” 

Nobody would have dreamed he could get 14,000 aboard the ship, 
and I do not know how he did it yet. It must have been one of the 
miracles of Christmas. 

There was an actual count. The crew behaved very well and fed 
them boiled rice in garbage cans, actually, and dropped it down the 
holds, and they ate with their hands. 

The Cuarrman. How long was this voyage? 

Admiral Ler. They were 3 days. 

The Cuarrman. Mr. Miller? 

Mr. Mrrier. I have no questions. 

The CHatrman. Mr. Tollefson ? 

Mr. Totzerson. Where will this plaque go? 

Admiral Ler. I assume it goes on the ship. This is my first ex- 
perience with this, but I think it is put up in the ship wherever she 
is. She is no longer our ship. We, of course, have a list of the crew. 
I could not tell you how many are still alive, but I understand that 
most of them are still alive, and we can locate them all. 

Mr. Totizrson. In that connection, Mr. Chairman, if one or more 
of them are dead, what would happen to the citation ¢ 
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Admiral Les. There I am also just speaking from other experi- 
ences. I would say it would go to the nearest surviving relative. 

The Cuarrman. Mr. Van Pelt? 

Mr. Van Petr. I have no questions. 

The Cuarrman. Mr. Ray? 

Mr. Ray. I have no questions. 

The Cuarmrman. Mr. Mailliard ? 

Mr. Maruiarp. I have no questions. 

The Cuarrman. Mr. Pelly? 

Mr. Petty. I have no questions. 

The Cuarrman. Mr. Curtin? 

Mr. Curtin. I have no questions. 

The CuairMAN. Where will the plaque be placed ? 

Admiral Lxr. I believe on the ship. 

The Cuatrman. Did I understand that this ship is in active service ? 

Admiral Lex. She is in active service. I do not know where. 

The CHarrMan. Should the ship be retired, where would the plaque 
be placed ? 

Admiral Lxr. I believe the plaque would come to the line, but she 
has a long life, I hope. 

The Cuatrman. How old is the ship? 

Admiral Ler. She is 10 years old. Sheisa Victory. 

The CuHamman. What is requested in the way of any contribution 
by the Federal Government with respect to this ? 

Admiral Lex. $174, I believe the bill says. 

The Cuarrman. For what? 

Admiral Ler. For the expense of the plaque and the medals. 

The Cuarrman. And the citation ribbons? 

Admiral Ler. Yes, sir. 
‘w the CuarirMAN. Who would designate or award the citation rib- 

ns 

Admiral Ler. I think the Secretary of Commerce. 

The Cuarrman. Heretofore, has there been any similar recognition 
of this type? 

Admiral Ler. Not of this ship. 

The Cuatrman. Of any ship? 

Admiral Ler. Yes; by the Korean Government long ago. 

The Cuarrman. The Korean Government recognized this deed of 
mercy and cited this ship and the officer of the ship ? 

Admiral Ler. Yes, sir. 

The Cuarrman. Thank you very much. 

Admiral Ler. Yes, sir. Thank you. 

Thank you, gentlemen. 

The Cuarrman. Mr. Steffes, please. 


STATEMENT OF H. E. STEFFES, CHIEF, OFFICE OF PROPERTY AND 
SUPPLY, MARITIME ADMINISTRATION, DEPARTMENT OF COM- 
MERCE 


Mr. Sterres. Mr. Chairman and members of the committee, I am 
Harold E. Steffes, Chief of the Office of Property and Supply of the 
Maritime Administration. I am also Chairman of the Maritime 
Administration Medal Awards Committee. I have a statement which, 
with your permission, I would like to read. 
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The legislation as it passed the Senate would authorize the Secre- 
tary of Commerce under section 3 of Public Law 759, 84th Con 
to issue a citation and award a plaque to the SS Meredith Victory, 
and a citation ribbon bar to each person serving on board at the time, 
in recognition of the gallant action of this vessel in saving the lives 
of over 14,000 Korean civilians, by transporting them in a single 
voyage from Hungnam to Pusan, Korea, in December 1950. The bill 
would further authorize the issuance of a Merchant Marine Merito- 
rious Service Medal to the master of the vessel at the time of the 
action. Legislation is necessary, since sections 1 and 3 of the public 
law approved July 24, 1956 (46 U.S.C. 249b), are not retroactive to 
December 1950. 

The Department recommends favorable consideration of the 
measure, 

On December 21, 1950, the SS Meredith Victory entered the harbor 
of Hungnam, Korea, with a cargo of military supplies for the United 
Nations forces. The city was surrounded by Communist troops and 
under enemy gunfire. 

Military forces in the city appealed to the master of the vessel to 
assist in evacuation of the civilians trapped in the city, since Com- 
munist forces had sent advance notice that all persons found in the 
city when it was captured would be beheaded. 

The SS Meredith Victory, a 7,600 gross ton cargo vessel, with facil- 
ities for 12 passengers, took aboard 14,000 Korean civilians, filling 
every available space above and below deck. Those persons unable to 
walk were hoisted aboard on wooden pallets by use of the vessel’s 
winches. The vessel carried neither doctor nor interpreter, and very 
little food and water was available. 

The voyage to Pusan, Korea, required 3 days, with the vessel in 
constant danger of being blown up while passing through a 30-mile 
mine field. In addition to the burdens and problems of the voyage, 
five babies were born, with the master and chief officer in attendance. 
Arrival in Pusan, Korea, was on Christmas Eve 1950, where the pas- 
sengers were discharged without a loss of life during the voyage. 

On December 12, 1955, the Korean Government awarded the master 
of the vessel the Korean Order of Military Merit Ulchi with gold star. 

It is the opinion of the Department that the SS Meredith Victory 
is worthy of the Gallant Ship Unit Citation. The master and crew 
of the vessel distinguished themselves in a most humanitarian act 
without regard to their own safety. Unquestionably, there was ex- 
treme danger to both life and property while loading in port and 
later when proceeding through mined waters. The caring and pro- 
viding for 14,000 persons in limited space with little food and water 
in addition to a language barrier, is in itself a noteworthy achievement. 

It is estimated that the costs involved in carrying out this legisla- 
tion would be $175. 

The Department recommends favorable consideration of the 
measure. 

We have been advised by the Bureau of the Budget that there would 
be no objection to the submission of this statement to your committee. 
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. J would like to add, Mr. Chairman, if I may, that in addition to 
the medal that I have mentioned that was awarded to Captain 
LaRue in 1955, the Korean Government in 1958 conferred a Presi- 
dential Unit Citation upon the officers and crew of the Meredith 
Victory for this same rescue operation. 

The Cuairman. Mr. Miller? 

Mr. Muriuer. Where is Captain LaRue now? 

Mr. Strerres. I understand that he is in a monastery in New Jersey. 
I think it is called St. Paul’s Abbey. 

The Cuamman. Mr. Tollefson? 

Mr. Tottzrson. I have no further questions. 

The Cuarrman. Are there any further questions? Mr. Casey? 

Mr. Casey. I have no questions. 

The Cuarmman. Thank you very much. 

We will hear from the Coast Guard, Captain Edwards. 


STATEMENT OF CAPT. RODERICK EDWARDS, CHIEF, DIVISION OF 
VESSEL PERSONNEL, OFFICE OF MARINE SAFETY, U.S. COAST 
GUARD 


Captain Epwarps. Sir, my name is R. Y. Edwards. I am Chief of 
the Merchant Vessel Personnel Division in the Office of Merchant 
Marine Safety of the U.S. Coast Guard. 

I have no prepared statement. I appear to answer any questions 
you care to ask concerning information that the Coast Guard has 
regarding the SS Meredith Victory and her crew members. We 
have no record of the specific incident before the committee. 

The Cuamrman. You never heard of this incident? 

Captain Epwarps. Yes, sir. We are aware of this incident. How- 
ever, there is no legal requirement that incidents of this nature be 
reported or investigated by the Coast Guard and none was made. It 
was not considered to be a marine casualty. The present procedure 
followed in these cases is as follows: A permanent board convened 
by the Secretary of Commerce considers each case and advises that 
officer as to the appropriate action. If he deems that an award is 
indicated he asks the advice and counsel of the Secretary of the Treas- 
* who in turn usually consults the Coast Guard. 

We do have the shipping articles for the voyage in question and 
are prepared to determine whether the persons involved are alive. 
Our records are complete in this respect. 

The Cuarrman. There is no doubt on the part of the Coast Guard 
that this event happened ? 

Captain Epwarps. None whatsoever, sir. 

The Cuarrman. And there is no attitude upon the part of the 
Coast Guard to be adverse to this legislation ? 

Captain Epwarps. None whatsoever, sir. 

The Cuatrman. Do you have any questions, Mr. Miller? 

Mr. Miter. I have no questions. 

The Cuarrman. Mr. Tollefson ? 

Mr. Totierson. I am curious as Mr. Downing is as to how you get 
14,000 people on a ship this size. 

Captain Epwarps. We agree that it was in fact a feat. 

Mr. Totterson. Did anybody sit down? 
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Captain Epwarps. I doubt it very much. Even using the lower 
holds and the decks throughout, we think it is quite a feat. 

The Cuatrman. Mr. Downing? 

Mr. Down1na. I have no questions. 

The CuHarrman. Mr. Van Pelt? 

Mr. Van Petr. I have no questions. 

The Cuatrman. Thank you very much. 

Captain Luosey ? 


STATEMENT OF CAPT. M. J. LUOSEY, USN, MILITARY SEA 
TRANSPORTATION SERVICE, WASHINGTON, D.C. 


Captain Luosry. I am Capt. M. J. Luosey, U.S. Navy, and I am 
Assistant Chief of Staff, Operations for Military Sea Transportation, 
headquarters here in Washington. 

The Department of the Navy, on behalf of the Department of De- 
fense, favors the enactment of 8.2185. The issuance of a citation and 
award of a plaque to the steamship Meredith Victory, and the award 
of an appropriate citation ribbon bar to members of her crew, as pro- 
vided by this bill, is considered to be fitting recognition of the singular 
feat performed by this ship in December 1950. 

The SS Meredith Victory, Government-owned, was operated by 
Moore-McCormack Lines, Inc., under charter to the Military Sea 
Transportation Service. Capt. Leonard P. LaRue, then 37 years of 
age, the master of the Meredith Victory, ordered his 35-man crew to 
load evacuees until no more could be taken aboard. This ship, one of 
the last to leave the harbor of Hungnam evacuated 14,000 Korean 
civilians. 

This witness, Captain Luosey, vividly recalls this gallant event be- 
cause as Deputy Commander Naval Forces Far East and as Com- 
mander Republic of Korea Naval Forces, as well as Commander 
Fleet Activities, Pusan, Korea, he assisted in the receipt and handling 
of both evacuees and redeployed forces. 

Few epics of the sea captured the imagination of the country as did 
the saga of the Meredith Victory. She not only saved the actual lives 
ot 14,000 persons on a single voyage, but also she and her inspired 
company became symbols of the American belief that human lives are 
more precious than ideologies. 

‘The Cuarrman. You were present at the time of this action? 

Captain Luosry. Yes, sir. I was present when she arrived in 
Pusan. 

The CHarrman. And were you present when she loaded the 
evacuees ? 

Captain Luosry. No, I was not up at Hungnam. I was at Pusan. 

The Cuarrman. Mr. Tollefson ? 

Mr. Totxerson. I have no questions. 

The CHarrman. Mr. Miller? 

Mr. Miter. I have no questions. 

The Cuarrman. Mr. Van Pelt? 

Mr. Van Pett. I have no questions. 

The Cuamman. Mr. Downing? 

Mr. Downrne. Captain, I think we are all interested in how they 
got these 14,000 people in this vessel. Did you see them file off? 
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Captain Luosry. Yes, sir. Actually, in the loading the 14,000 
count did not include those on backs, in other words, the small babies. 
These people came down with all their belongings and those who could 
walk came on the gangways and they were lowered into the holds with 
a simple running block and tackle and they were stacked in standing 
until there was no more room. 

Mr. Downtna, Was any movement possible? 

Captain Luosry. They had a slight movement and, of course, the 
orientals do squat, so that they did not take any more space... Prac- 
tically the whole trip there were people standing in the superstruc- 
tures, in the holds, any place where they could put them. 

Mr. Miter. Would you yield ? 

Mr. Down1na. Yes, indeed. 

Mr. Mitxirr. This is a sort of an epic of the sea. 

Captain Luosey. Yes, sir. Very much so. 

Mr. Mitxrr. It is astounding. I am surprised that it has not been 
given more publicity. 

Captain Luosry. Well, at the time it got, I would say, some pub- 
licity. 

Mr. Mttiter. The war was on and you did not talk too much about 
these things. 

Captain Luosry. It kept coming up over the period of time. 

Mr. Mixter. He not only started out with 14,000 but apparently 
landed with 14,005. 

Captain Luosry. They counted five. There may have been more. 

The CHarrMaANn. Are there any further questions ¢ 

You actually saw the discharge of these passengers ? 

Captain Luosry. Yes, sir. 

The CuHairMAN. Was there anybody who was present at the time of 
loading ? 

Captain Luosry. Well, I am sure that the Marine Embarkation 
people up on the other end were present. 

Admiral Doyle’s task force was handling the entire evacuation, 

The CHarrman. Thank you very much. 

There is a statement to be filed by the American Merchant Marine 
Institute. 

(The statement follows :) 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D.C., February 3, 1960. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


Deak Mr. BonnER: The American Merchant Marine Institute, a trade associa- 
tion representing a substantial majority of the entire American merchant ma- 
rine, favors enactment of S. 2185, which provides for public recognition of the 
gallant action of the SS Meredith Victory in the December 1950 evacuation of 
14,000 Korean civilians from Hungnam, Korea. 

The vessel was at that time being operated by Moore-McCormack Lines, Inc., 
and was under charter to the Military Sea Transportation Service. 

The ship was only 455 feet long, with cabin-class accommodations for 12 
people. Nevertheless, the captain and his crew responded to the request of 
nilitary officials for assistance in evacuating civilians and refugees in Hungnam, 
which was then under enemy gunfire. Fourteen thousand Koreans were taken 
on the ship and were on board for a 3-day voyage to Pusan. In addition to the 
problem of overcrowding, there was neither doctor nor interpreter, and very little 
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food and water. During the voyage five babies were born, attended by the 
master and chief officer. 

The journey was dangerous because the vessel had to pass through a 30-mile 
minefield. But the vessel miraculously arrived at its destination without logs of 
life. The accomplishment is recognized as a worldwide record passenger lift, 

In 1955 the Korean Government awarded the master of the vessel the Korean 
Order of Military Merit Ulchi with gold star. 

It is most appropriate that the vessel and every person serving on board at 
that time should be publicly recognized and honored for their outstanding ang 
courageous action which resulted in the saving of 14,000 lives. We therefore 
urge your committee to report this bill favorably. 

We ask that this letter be incorporated in the record on S. 2185. 

Sincerely, 
ALvIn SHaprmo, Vice President. 

The Cuairman. That will conclude the hearings on the bill, 5. 2185. 

The Chair wishes to thank the witnesses who testified in behalf of 
the bill, S. 2185. ' ' 

The committee will consider the bill, H.R. 3900, to permit the use 
of foreign-built hydrofoil vessels in the coastwise trade of the Com- 
monwealth of Puerto Rico. 

(H.R. 3900 follows :) 


[H.R. 3900, 86th Cong., 1st sess.] 


A BILL To permit the use of foreign-built hydrofoil vessels in the coastwise trade of 
the Commonwealth of Puerto Rico 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That any foreign-built hydrofoil vessel of 
under one hundred gross tons which is to engage in trade between the island 
of Puerto Rico, and adjacent islands within the jurisdiction of the Commonwealth 
of Puerto Rico, being wholly owned by citizens of the United States or corpo- 
rations organized and chartered under the laws of the United States or of any 
State, Commonwealth, Territory, or possession thereof, the president and man- 
aging directors of which shall be citizens of the United States, may be enrolled 
and licensed or licensed as a vessel of the United States and entitled to the 
benefits and privileges appertaining thereto ; and any such vessel while so enrolled 
and licensed or licensed and while so owned may engage in the carriage of 
persons or property or both for hire as a contract or common carrier by water 
between and among points solely within the Commonwealth of Puerto Rico. 

Sec. 2. Section 8 of the Act of June 19, 1886 (46 U.S.C. 289), and section 27 
of the Act of June 5, 1920 (46 U.S.C. 883), shall not apply to the transportation 
of persons or property hereinabove authorized. 

Sec. 3. This Act shall take effect upon its approval. 


The Cuarrman. The first witness is the Honorable A. Fernés-Isern. 


STATEMENT OF HON. A. FERNOS-ISERN, RESIDENT COMMISSIONER 
OF PUERTO RICO 


Mr. Frrnos-Isern. Mr. Chairman and members of the committee, 
my name is A. Fernés-Isern and I am the Resident Commissioner of 
Puerto Rico. 

I very much appreciate the opportunity to appear before the Mer- 
chant Marine Subcommittee of the House Committee on Merchant 
Marine and Fisheries this morning with reference to H.R. 3900, the 
bill which I introduced to permit the use of foreign-built hydrofoil 
vessels in the coastwise trade of the Commonwealth of Puerto Rico. 

I will be followed, if it pleases the committee, as a witness by Mr. 
Eduardo Gracia, a consultant for the Puerto Rico Ports Authority, 
which is interested in obtaining permission to use hydrofoil vessels to 
relieve a drastic transportation problem between Puerto Rico proper 
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and the small islands of Vieques and Culebra which lie off the coast 
Puerto Rico to the east and which are a part of the Commonwealth 
of Puerto Rico. 

As the committee may know, the authorization sought by H.R. 3900 
is necessary because of the provisions of section 8 of the act of June 
19, 1886, which provides a penalty for the transportation of passengers 
between ports or places in the United States by a foreign vessel, and 
by section 27 of the Merchant Marine Act of 1920 which provides a 

alty of forfeiture for the transportation of merchandise between 
points in the United States in other than domestic-built and docu- 
mented vessels. Under the provision of the Organic Act. of 
Puerto Rico of 1900, carried over into the Puerto Rican Federal Rela- 
tions Act, provided for by Public Law 600, 8ist Congress, under which 
the Commonwealth of Puerto Rico was created, the Commonwealth 
of Puerto Rico comes within the scope of these laws, and the enact- 
ment of H.R. 3900 is necessary if foreign-built hydrofoils are to be 
used for the purpose indicated. No American-built hydrofoils are 
available at the present time on a commercial basis. 

I understand that the Federal Government has contracted with a 
firm called Dynamic Development, Inc., for the design and construc- 
tion of an experimental model of an oceangoing hydrofoil boat, but 
that this vessel will not be completed before 1961. It appears that a 
substantial delay may be encountered before American hydrofoils are 
available eanatiteks Consequently, permission to use a limited 
number of foreign-built hydrofoils for a limited time in Puerto Rico 
would not in any manner be detrimental to U.S. interests in develop- 
ing and building hydrofoil craft. On the contrary, the experience 
acquired by virtue of operating a hydrofoil craft in Puerto Rico might 
well serve to assist U.S. interests in developing hydrofoil boats for 
commercial use. 

In reporting on H.R. 8900 the Department of the Interior and the 
Department of State withheld from making any significant comment, 
but interposed no objection. The Department of the Navy, reporting 
for the Department of Defense, stated that it would interpose no 
objection to H.R. 3900 if the bill were limited to the acquisition and 
operation of one or two hydrofoil vessels so that an operator could 
commence services, but with the assurance that additional similar- 
type vessels would be procured from U.S. sources. The Department 
of the Treasury, in its report, proposed certain technical amendments 
to which there is no serious objection if the committee feels that they 
are necessary. 

In this connection and in order that the language of H.R. 3900 
may not be construed to waive the necessity for complying with laws 
of the Commonwealth of Puerto Rico respecting the licensing of 
common carriers in Puerto Rico, it is recommended that a comma 
be inserted after the term “Puerto Rico” on line 7, page 2 of the bill 
and the following phrase added, “subject to the applicable provisions 
of the laws of the Commonwealth of Puerto Rico.” 

This would overcome the third objection raised by the Treasury 
Department in their concern that the bill contains some ambiguity 
in this respect. 

Furthermore, I feel I should point out that in its fourth recom- 
mendation, the Treasury Department recommends a new section 3 
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providing for penalties. I‘have no objection to this recommendation 
and, in this connection, I believe that the word “solely” on line 6 


of page 2 of the bill should be deleted. The American Virgin Islands) 


are not within the coastwise shippmg laws and the penalties would 
not apply to trade with them, but the word “solely” referred to 
might be interpreted to preclude foreign-built hydrofoils from op- 
erating between Puerto Rico and the American Virgin Islands. 

The Treasury Department’s fourth recommendation, the penalty 
section, would provide no penalty for such use of the vessels between 
Puerto Rico and the American Virgin Islands as is prohibited by 
H.R. 3900 as written. Accordingly, I recommend that the word 
“solely” on line 6, page 2, be stricken. 

The Department of Commerce, while pointing out that hydrofoil 
vessels are not now obtainable in the United States, interposed no 
objection, recommending that H.R. 3900 be amended to fix a time 
limit for the importation of such vessel for use in the coastwise trade 
of the Commonwealth of Puerto Rico. The Department said that 
this limitation would allow vessels to be obtained in sufficient number 
for the requirements of the area and not authorize the admission of 
an unjustified number of foreign-built vessels into the U.S. coastwise 
trade. At the same time, the Department of Commerce pointed out 
that the importation of a limited number of foreign-built hydrofoils, 
if they should prove successful, would develop a demand for such 
craft and thereby stimulate American shipbuilders to produce a com- 
petitive vessel. 

The Commonwealth of Puerto Rico does not have any objection to 
the amendments proposed by the Department of Commerce or by 
the Department of the Navy, except in that it is felt that four hydro- 
foils would be necessary to establish regular, reasonable, and depend- 
able service between Puerto Rico proper and the islands of Vieques 
and Culebra. As to the time limit, it is desired that such time limit 
be set at 8 years from the effective date of H.R. 3900, as 8 years repre- 
sents the estimated serviceable life of a hydrofoil, at which time 
they could probably be replaced with American-built hydrofoils. 

I hope that the subcommittee will see fit to recommend approval of 
H.R. 3900 with these suggested amendments. The transportation 
situation between Puerto Rico proper and Vieques and Culebra is 
critical both as to the transportation of persons and as to the trans- 
portation of goods. The people on these tiny islands are all but 
marooned. They have suffered, for years literally, for lack of mini- 
mum transportation needs. The Commonwealth government has at- 
tempted to relieve the situation with air transportation, but the nature 
of Navy land holdings in those islands and other difficulties has pre- 
vented the establishment of a suitable landing strip. The boats in 
current use are slow and unsatisfactory. Hydrofoil vessels seem 
to offer the ideal solution to a critical problem, and the people in 
Culebra and Vieques are today following these proceedings as a matter 
on which their welfare depends. 

Mr. Eduardo Garcia, with the committee’s permission, will follow 
and he will explain in detail the critical plight of the people of 
Vieques and the importance of improving transportation facilities to 
relieve them. 

Thank you, Mr. Chairman. 
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The CuarrMAN. What is the distance between the ports that these 
hydrofoils will serve ? 

Mr. Frrnos-Isern. From the island of Puerto Rico to the small 
islands to the east, the exact number of miles is 15 miles. 

The Cuarrman. What passenger capacity will each hydrofoil ves- 

] have? 

Mr. Fernos-Isern. I think Mr. Gracia will be in a better position 
to answer those questions, Mr. Chairman. 

The CHatrman. The reason I am asking the question is that in 
your statement you are asking for permission for four vessels to 
operate, whereas, in the report, it is limited to two vessels. 

Mr. Fern6s-Isern. That is right. 

The Cuarrman. That is the reason I ask you these questions. 

Mr. Fernos-Isern. The report would favor two. The position of 
the Commonwealth government is that they have figured that they 
would need four, according to the traffic. 

The Cuarrman. What type of vessel is presently serving this trade? 

Mr. Frrnos-Isern. The conventional type of small boats. 

The CHarrMan. There are many conventional vessels. 

Mr. Frernos-Isern. I mean not a hydrofoil. 

The CHarrman. What are the vessels now serving the trade? 

Mr. Fernos-Isern. They are regular small boats. 

The Coarrman. What capacity are they, what tonnage? 

Mr. Fernos-Isern. I do not know, Mr. Chairman. 

The CHarrman. What is the time required for that ? 

Mr. Frernos-Isern. At present I understand it is a matter of 2 
hours. 

May Mr. Gracia answer that? 

The Cuarrman. Is this gentleman going to testify ? 

Mr. Fernos-Isern. Yes. 

The Cuarrman. All right. 

Are there any questions of this witness? 

Mr. Petiy. Mr. Chairman. 

The Cuamman. Mr. Pelly. 

Mr. Petty. I would like to ask the witness where the hydrofoil 
craft are now available, in what country ? 

Mr. Frernoés-Isern. There is a hydrofoil boat which is now plying, 
according to my information, between the American Virgin Islands. 
Since they are not included in the operation of the coastwise laws, 
they are permitted there. 

Mr. Petty. You did not understand my question. I am sorry. 

In what country now do they manufacture hydrofoil craft? 

Mr. Frernos-Isern. I understand it is Italy. They have been in 
service between Italy proper and Sicily for some time. 

Mr. Petxy. A ferry, I believe operates there. 

Mr. Fernés-Isern. Yes. 

Mr. Pexty. They also operate in the Soviet Union, do they not? 

Mr. Fernos-Isern. I did not know that. 

Mr. Petty. Under this authorization they could be purchased in the 
Soviet Union if they are manufactured there? 

Mr. Frrnés-Isern. I would not favor that. I understand the boat 
operating now in the Virgin Islands was built in Italy. That would 
be the boat that would probably be put into operation in Puerto Rico. 
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Mr. Petuy. Can you state that there is no manufacturer in the 
United States now who is prepared to build hydrofoil craft? 

Mr. Frernoés-Isern. They are not being built at the present. That 
is my information, Mr. Congressman. 

Mr. Pretty. Could you say that there are not manufacturers who 
are anxious right now to bid on contracts for designs that have been 
developed by the Maritime Administration ¢ 

Mr. Frrnés-Isern. As I said in my testimony, there is a sort of 
research or trial being authorized now but they are not available com- 
mercially yet at any point that I know. 

Mr. Petxy. In your testimony, you referred to a hydrofoil craft 
which is just being manufactured by Dynamic Development, Inc. 

Mr. Fernés-Isern. I understand that a contract has been awarded 
to start on that proposition. 

Mr. Petiy. That will be ready in April 1961 ? 

Mr. Fernés-Isern. This trial boat will be ready. 

Mr. Petiy. That will take 100 passengers. If you had 4 of that 
type over there, is there enough traffic to handle 400 passengers every 
30 minutes or so? 

Mr. Ferno6s-Isern. That would be fine if this could be had now. 
Then there would be no reason for this bill. 

Mr. Pretiy. The chairman is asking how much traffic is available 
for these craft. We should know how many passengers go back and 
forth on the conventional-type boats. 

Mr. Frrnés-Iszern. The island of Vieques has a population of 9,000 
Sar They depend on most everything from the main island of 

uerto Rico. 

In addition to the normal travel that those people would have and 
the travel of the people from Puerto Rico, where we have 2 million 
people and some ana have some business there, it is the purpose of 
ep Saawerernats to develop tourist business. It is really very heavy 
trafic. 

The people of Vieques up to now had depended always on agricul- 
tural pursuits but the land available for such pursuits has been for 
a number of years now greatly reduced because of acquisitions by the 
Navy so that they are reduced now to one-third of the area of 
Vieques and that has created the need for this. About a thousand 
have left the island, gone to St. Croix or gone to Puerto Rico. 

The thing that is being considered is to develop the island as a 
tourist resort. 

Mr. Pretty. Who would own the hydrofoil craft? Would it be a 
private operator or the Government ? 

Mr. Frrnos-Isern. It would be a private operator. 

Mr. Petry. As I understand, the Maritime Administration have 
developed in our country designs for various sizes of hydrofoil craft 
and today there are bidders who are anxious and ready to bid on these 
designs and it would seem to me that the best way to encourage our 
own development would be to do so through the Maritime Admini- 
stration for American manufacturers rather than to purchase these 
craft in Italy. 

Mr. Fernoés-Isern. It is a question of timing. If they were avail- 
able, there would be no need for this bill. The fact is that they are 
not. available. 
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Mr. Petty. You say they are definitely available in Italy for im- 
mediate delivery ? 

Mr. Fernos-Isern. There is a boat now available right in the 
neighborhood of Puerto Rico which is plying between the Virgin 
Islands themselves, St. John, St. Thomas. It may travel to Puerto 
Rico from the Virgin Islands but it may not go from Puerto Rico to 
the two islands of Vieques and Culebra. 

Mr. Petxiy. In Alaska we have problems where there is no Ameri- 
can vessel that can serve certain communities and we do give year- 
to-year permission so that a foreign Canadian vessel may serve those 
communities. 

Would it not be more practical to ask for legislation to authorize 
the existing hdyrofoil craft to serve those communities on a year- 
to-year basis rather than go on the basis of 8 years for four hydrofoil 
craft which certainly would discourage American manufacturers who 
want to get into that business? 

Mr. FrerNnos-Isern. The interest of the Commonwealth is that the 
transportation problem be solved. If there is a better way than is 
being proposed in the bill, of course, it would have to be accepted. 
Possibly the permission to use the present boat certainly would help 
but, according to the estimates of the Commonwealth, they think they 
need more than just one boat and in the acquisition of the boats, of 
course, whoever would acquire them would want to know that they 
could use them. 

Mr. Petzy. It seems to me that 9,000 people, if they are economi- 
cally poor, would not make a very good prospect as far as passenger 
service was concerned for four hydrofoil craft. 

As I understand they take up to 100 passengers. I think there 
would not be enough business to sustain the four hydrofoils. 

Mr. Ferno6s-Isern. There is only one boat and if anything happens 
to it that it has to go into repairs, then the service would be stopped. 
Then again it is not the people of Vieques who are supposed to use 
these boats but the number of visitors that are expected to visit Vie- 
ques as a Summer resort. Vieques has very beautiful beaches and it 
has an old historic fort, a place where there is a plan to build a hotel, 
about a $5 million hotel. The plan is to develop the island because, 
on the present economic basis, they are in a bad situation. 

The Cuatrman. I think at this point it might be well to read into 
the record the statement of the Under Secretary of Commerce in 
reply to a request by this committee for information on this subject. 

From his letter of May 22, 1959, addressed to the chairman of the 
committee, on the second page, the first paragraph: 

Hydrofoil vessels are not at present obtainable in the United States. Such 
vessels are constructed with a foil similar to an aircraft wing connected be- 
neath the vessel by struts. When speed is increased the vessel’s hull lifts from 
the water, thereby reducing the resistance of the hull through the water, giving 
a greatly increased speed without a corresponding increase in horsepower. The 
importation of a limited number of these specialized craft into the United 
States, if they should prove successful in the trade intended, would develop a 
demand for such vessels and thereby stimulate American shipbuilders to produce 
& competitive vessel. 

The Department recommends that the bill be amended to fix a time limit 
upon the importation of such vessels for use in the coastwise trade of the 
Commonwealth of Puerto Rico. This limitation would allow vessels to be ob- 
tained in sufficient number of the requirements of the area and not authorize 


the admission of an unjustified number of foreign-built vessels into U.S. coast- 
wise trade. 
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In other words, if I read this correctly, this would be used as a test 
to ascertain the serviceability of these vessels and whether or not they 
might prove of use in other areas. 

Mr. Petty. As I understand, Mr. Chairman, there is one already 
spenibing there, and I also understand that there are many concerns 
now in this country who are greatly interested in this revolutionary 
method of speedy water surface transportation, and there is now a 
corporation that, for example, is very much interested in getting an 
operation from Annapolis to Norfolk. 

The Cuarrman. We no doubt have other witnesses. Of course, in 
line with what you say, this letter is dated May 1959. 

You may proceed, Mr. Pelly. 

Mr. Petry. I just want to assure the witness that I am very sym- 
pathetic to this request. I believe myself, personally, that there is 
coming a revolution in transportation due to this hydrofoil develop- 
ment, and I certainly know it would mean a great deal to Puerto 
Rico and other areas, my own area, and Hawaii. 

All I want to make sure is that nothing is done to hinder or hurt 
the manufacturers of these craft in our own country and that we do 
everything we can to stimulate what I believe is of equal significance 
to when the ships went from sail to steam. I think this is very sig- 
nificant and our maritime administration has done a great deal and 
has very interesting designs. I look for this development. 

Mr. Ferrnos-Isern. I appreciate the Congressman’s words and I 
may assure you, Mr. Congressman, that we are trying to do precisely 
what we think will help stimulate the interest in this type of boat. 
It will serve as an experience, an experiment, and we would not want 
any more boats than actually paid for their operation. 

Naturally, whoever had the service would not want to have any 
more boats than needed. Possibly they would begin with just one and, 
if the trade required more, they would bring in more, but the fact 
is that the traftic should be possible to the capacity that it may have by 
itself, if we are successful in developing this program for the better- 
ment of the economic situation in these islands. 

I am told that the number of passengers ‘hat these boats can carry 
is 70. It seems to be a smaller boat than ce one that may be built 
for experimental purposes by our own firms in the mainland. 

The Cuarrman. Are there any further questions? 

Thank you very much. 

Mr. Gracia ? 


STATEMENT OF EDUARDO GRACIA, CONSULTANT TO PUERTO RICO 
PORTS AUTHORITY 


Mr. Gracta. Mr. Chairman, members of the committee, I am 
Eduardo Gracia, consultant to the Puerto Rico Ports Authority. | 
appear here today in support of H.R. 3900, which will permit the use 
of foreign-built hydrofoil vessels in the coastwise trade of the Com- 
monwealth of Puerto Rico. 

The statutory policy under which the authority acts, fully recog- 
nizes the fact that the entire economic development of Puerto Rico 
stands or falls with transportation. The enabling statute of the au- 
thority expressly charges it— 
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* * * to develop and improve, own, operate, and manage any and all types of 
transportation facilities and service in, to, and from the island of Puerto Rico, 
and to make available the benefits thereof in the widest economic manner, 
thereby promoting the general welfare and increasing commerce and prosperity. 

It is noteworthy that the statute requires the authority to exercise 
its responsibilities in such a way as to develop a transportation system 
properly adapted to public need. The authority is directed to pro- 
mote adequate, economic, and efficient service at reasonable cost. This 
standard is particularly relevant to our support of H.R. 3900. 

The approval of H.R. 3900 will make it possible to use in Puerto 
Rico a foreign-built hydrofoil vessel which has been operating in the 
Virgin Islands for a year. The U.S. Virgin Islands were exempted 
from the coastwise shipping laws in 1922. Asa matter of law,a waiver 
would be required to operate this hydrofoil between ports in Puerto 
Rico. H.R.3900 will provide such a waiver. 

Now, I would like to give you a word about Vieques. 

The island of Vieques, which is comprised within the Common- 
wealth of Puerto Rico, consists of 36 square miles and lies approxi- 
mately 15 miles southeast of Fajardo, P.R. 

The 9,000 persons in Vieques have long suffered real economic hard- 
ship from the lack of adequate transportation between the island and 
Puerto Rico proper. Like all islands, Vieques depends almost en- 
tirely on ocean transportation to serve its needs and to transport its 

eople. Efforts have been made to improve air transportation, but 
cause of the difficulties in obtaining suitable land for an airstrip, 
this avenue of solution has not met with any material success. 

As may be expected, the long-lasting and critical problem of obtain- 
ing and maintaining a suitable transportation system with Puerto 
Rico has had the effect of leaving Vieques withering on the vine while 
Puerto Rico proper flourishes with new industries and ever-developing 
tourist facilities. 

Vieques has an economic potential in agriculture, small manufac- 
turing enterprises, and especially as a tourist attraction. Manufac- 
turing and agriculture cannot thrive without a two-way flow of goods, 
and tourists do not flock to remote places which are almost. inaccessi- 
ble and where there are not facilities. The expense of building tourist 
facilities is not taken on where there are no tourists. This depressing 
cycle has plague Vieques in its development. 

No solution to the transportation problem was found until the ad- 
vent of the hydrofoil vessel. This vessel is capable of negotiating 
the distance in comfort and at speeds up to 50 miles per hour. The 
hydrofoil vessel will put Vieques 25 minutes from Puerto Rico proper, 
whereas the fastest ocean transportation available to date takes 1 hour 
and 10 minutes. The use of hydrofoil craft would solve the trans- 
portation problem of Vieques much the same as the construction of 
bridges across some of the U.S. bays and straits, replacing ferries, 
has opened up new areas to the people. 

Vieques remains a hinterland of Puerto Rico. The average per 
capita income—because of poor job opportunities and the unavail- 
ability of agricultural land in quantity—remains about half that of 
Puerto Rico proper; the average per capita income in Puerto Rico is 
less than half of that of the lowest income State, and the cost of 
living is 1714 percent higher than in the States. This is a sad situ- 
ation which should not be allowed to continue, when an easy, suitable 
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solution to the problem is at hand. ‘The labor force of Vieques hag 
a good educational level. The island has natural advantages of 
beauty and climate, as well as being a historical site. It has all of 
the raw materials for tourist attraction and needs only regular, fast, 
cheap ocean and air service to bring a needed source of employment 
and stimulate the retarded economy of this lovely place. 

Another similar problem occurs with Culebra, another subdivision 
of Puerto Rico, situated approximately 17 miles northeast of Puerto 
Rico proper. It isa tiny island about 10 square miles in size and con- 
tains about 860 inhabitants. These people suffer problems, growing 
from the need of adequate ocean transportation, similar to those of 
the people of Vieques. 

Why hydrofoil vessels? The ports authority has exhaustively 
studied methods to provide these islands with improved transporta- 
tion. It has come to the conclusion that a fast (15- to 20-knot cruising 
speed) conventional vessel only ameliorates the problem; that the 
ocean transport needs of these islands can best be served from the 
standpoint of time and cost by the use of a hydrofoil vessel which 
has twice the speed of fast conventional craft. This transport in- 
novation supplements air service to the islands; if successful, it will 
bestir American shipbuilders. 

The ports authority would not object if the number of vessels were 
limited and the time of the waiver were limited to such period as 
similar cratf are unavailable from U.S. yards. 

Through the cooperation of a New York entrepreneur and the 
initiative of the ports authority, we have in Puerto Rico one of the 
very few hydrofoil vessels in the Western Hemisphere—a PT-20 
manufactured at Cantiers Navale Rodriguez, Messina, Italy. This 
type of vessel has operated profitably between Italy and Sicily for 
5 years. She fits the transport needs of Vieques and Culebra, Thus, 
the proposed exemption, in view of the following realities: 

(a) American shipbuilders are not ready to produce a proven hy- 
drofoil vessel for years to come. The Italian craft has proved her- 
self in commercial operation. 

(6) The waiver will be for a limited number of vessels and fora 
limited period of years. 

(c) This exemption is to the advantage of the American shipbuild- 
ing industry. The operating experience in Puerto Rico would tend to 
inspire a demand for this mode of transportation ; this demand would 
provide the necessary stimulus to American shipyards to produce efli- 
cient, competitive vessels. 

(dz) The conventional vessels satisfy only part of the needs and 
requirements of these islands. 

What is a hydrofoil vessel? Hydrofoil vessels use some principles 
of powered flight. Hydrofoils are wings that operate in water rather 
than air. These wings are fixed on struts below the hull, lift the hull 
out of the water to reduce wave drag when the craft is in motion. 
The craft then rides on the foils. By lifting the hull of the boat 
out of the water’s suction and the bump of the wave tops, speed and 
comfort can be achieved far beyond that of ordinary craft—this means 
more extra speed, comfort, economy of operation, easy maneuvera- 
bility. The lift force of a foil increases as the square of the forward 
speed ; if a foil lifts 1,000 pounds at 10 miles per hour, it will lift 4,000 





-_ rH 62h | imeic a. di - aa ee” ee eee 


eo oc Mmm .i3srn”s 


—“"o @ 


sss 





MERCHANT , MARINE. LEGISLATION 21 


ds at 20 miles per hour, or 9,000 at. 30 miles per hour, A hydro- 
PI boat requires half the engine power and half the fuel of ordinary 
craft. In view of her speed she can cover a distance in half the time 
and convey a larger number of passengers in the same period as 
ordinary craft. When you need speeds of 40 miles per os and 
ater, there are savings in power of as much as 50 percent. The 
ion you wish the vessel to go, the greater justification for employ- 
ing hydrofoils. 

it has been said that the hydrofoil is the greatest advance in naval 
architecture since steam took over from sail.. The use of hydrofoils 
in marine craft is not new, but in this country it has been confined to 
basic research primarily on small craft. The U.S. Navy, Office of 
Naval Research, has been experimenting with various foil configura- 
tions since 1947. Also, the Federal Maritime Administration has un- 
dertaken important work in this field. However, the American hydro- 
foil vessels are still in the research stage and none will be available in 
the near future. Only 2 weeks ago, the Federal Government awarded 
a $1,500,000 contract for the design and construction of an oceangoing 
hydrofoil boat. An experimental vessel might be ready for launching 
by June 1961. In the official press release on this contract it was indi- 
cated that—- 

* * * The Maritime Administration hydrofoil project officer, William I. Nieder- 
mair, emphasized that we are still in the early stages of hydrofoil develop 
ment 

These researchers augur well for the future. They have a common 
objective of providing speedier, safer, and more economical service. 
Though belatedly in the field, the U.S. maritime industry appears off 
toa promising beginning. However, Puerto Rico should not be forced 
to wait for a number of years to use such a craft when there exists 
an immediate and urgent need for improvement of ocean transporta- 
tion and there is right now a hydrofoil vesel that could be put into use 
and thus contribute toward developing interisland trade and communi- 
cations. 

In the solution of the Vieques-Culebra transportation problem, time 
isof the essence. The fastest conventional ferries available are not the 
answer to the problem. Speed is the most important consideration so 
as to bring these islands closer to Puerto Rico. Hydrofoil vessels con- 
structed in Europe should be made available as a temporary alterna- 
tive solution. 

Conclusion: The coastwise shipping laws of the United States re- 

uire that vessels, engaged in the trade between ports of the United 

tates sail under the American flag, and be of American construction. 
These laws are applicable to Puerto Rico. H.R. 3900 would grant a 
minor but much-needed exemption to this policy to meet a special 
situation within the Commonwealth of Puerto Rico. The exemp- 
tion should obtain until American hydrofoil vessels can become avail- 
able for profitable commercial.operation. 

A limitation on the number of foreign-built hydrofoil vessels to be 
used in Puerto Rico to those necessary to provide the opportunity to 
establish regular dependable service would be acceptable. It would 
also be acceptable that a time limit be set for the use of foreign-built 
hydrofoil boats in the coastwise trade of Puerto Rico. 
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The use of these vessels in Puerto Rico would provide operating 
experience which would be invaluable in the research and develop- 
ment of American hydrofoil vessels. If the operation in Puerto Rico 
proved to be successful, it would most certainly inspire a demand for 
this type of vessel and thereby stimulate American shipbuilders to 
produce efficient, competitive units. 

The Cuarrman. What is the present daily number of commuters 
from these islands that you mentioned here to the island of Puerto 
Rico? 

Mr. Gracta. At the present time we have two operators. One of 
them has four wooden hull motorboats of which three are in opera- 
tion, and the other operator has two brandnew ferries, one that car 
ries passengers and cargo and the other strictly passengers. 

The total number of passengers that have been moving during the 
past years between Vieques and Puerto Rico is about 22,000. 

With the advent of these two new fast boats, the traffic has in- 
creased about one-third. Right now the number of passengers should 
be around 30,000 to 35,000 passengers a year. 

The Cuarrman. There are 9,000 people on the largest island, 

Mr. Gracra. That is right. 

The Cuarrman. You say 22,000 passengers a year move. 

Mr. Gracta. They move back and forth all the time. It is the same 
kind of thing we have in Puerto Rico regarding air transportation 
where population is 1,300,000 and where the total passengers is 1,250,- 
000, and within 5 years we will be moving 214 million between the 
States and Puerto Rico. 

The CxHatrman. Is this operation for a new company or for the 
company that is now furnishing transportation ? 

Mr. Gracta. This operation will be for the company that is now 
offering the service. 

The Cuatrman. Is there a witness here for that company? 

Mr. Gracta. Yes, sir. Dr. Frank A. Calderone from New York is 
here to testify. 

The Cuarrman. Is it a Puerto Rican corporation or company ? 

Mr. Gracta. It is a New York corporation but I understand that 
the Puerto Rican corporation will be formed for the operation of 
these vessels. He can give you more details regarding his company. 

The Cuatrman. Are all the people on the large island primarily 
occupied on the island of Puerto Rico? 

Mr. Gracra. Actually, there is very little to do in Vieques. Most 
of them come to work to Puerto Rico and also a large part of them 
go to work to St. Croix and St. Thomas, the U.S. Virgin Islands. 
They migrate back and forth all the time. 

The CuatrMan. Daily? 

Mr. Gracia. Almost daily, I would say. 

The Cuamman. Mr. Tollefson ? 

Mr. Totzerson. I have no questions. 

The CHarmman, Mr. Miller? 

Mr. Mutter. As I understand it, these hydrofoil boats are now 
operating in the Virgin Islands? 

Mr. Gracia. There is one boat, a PT-20 operating in the Virgin 
Islands between St. Thomas and the island of Tortola. 

Mr. Miter. Is it operating successfully ? 
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Mr. Gracta. I have not seen the passenger traffic data so that I 
cannot answer that question. Mr. Calderone can answer that question. 

Mr. Miutier. We have exempted the Virgin Islands and they can 
have this kind of service? 

Mr. Gracta. That is right. 

Mr. Mixxer. Because we have not exempted Puerto Rico you have 
to come and ask for the exemption? 

Mr. Gracia. Yes, sir. That is our situation. 

The Carman. Would there be any cost to the Federal Govern- 
ment with this bill enacted into law? 

Mr. Gracta. I would say it would be on the contrary. It would 
prove to be a great benefit to the Marine Corps to have fast trans- 
portation for their military personnel stationed in Vieques year 
round. Right now, they have to depend on the helicopter and this 
hydrofoil could easily move them back and forth between the big 
naval base near Vieques. I think this would lower the cost to the 
Federal Government regarding the cost of transporting their marines. 

The Cuarrman. Mr. Casey? 

Mr. Casry. Will there be any variance in the cost to the individual 
using the present transportation over the hydrofoil? Would the 
fare be higher on the hydrofoil or would it be the same? Have you 
an idea? 

Mr. Gracta. The present ferry is $2.50 a round trip. There will be 
an increase of 75 cents in the fare. That will compensate for the 
less time taken in the trip. It will be one-fourth of the time involved 
in the trip. 

Mr. Casry. Do you think that the people on the large island are 
going to find that timesaving worth an extra 75 cents one way? 

Mr. Gracta. Yes. they have found it to be a very desirable thing, 
so much desirable that they have been after us to have more speed 
even though it may cost them a little more. 

Mr. Casry. How many passengers do they carry now on the wooden 
boat? You say the operator has three wooden boats. 

Mr. Gracta. He has been operating for 20 years on the average. 

Mr. Casry. What is his capacity for one boat? 

Mr. Gracta. They vary from 38 to 60 passengers. 

Mr. Casry. How about the ferry ? 

Mr. Gracta. One of them has a capacity of 60 passengers and the 
other has a capacity of 58 or 59. 

Mr. Casey. The hydrofoil is a much smaller vessel, is it not ? 

Mr. Gracta. This hydrofoil has a certificated capacity of 65. 

Mr. Casry. Sixty-five? 

Mr. Gracta. But the Coast Guard have limited it to about 59 pas- 
sengers because of the lifesaving equipment available in the boat. 

Mr. Casry. Does it operate from Puerto Rico to the Virgin Islands 
now ? 

Mr. Gracta. It used to operate between Puerto Rico and the Vir- 
gin Islands but it does not operate in that route any longer. 

Mr. Casry. Why not? 

Mr. Gracta. They have found it is better business to operate be- 
tween St. Thomas or Tortola. It is a shorter route and the craft is 
better adapted to that route. 

Mr. Casey. For a 15-mile trip, a round trip would cost $2.50 in 
the existing vessels? 
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Mr. Gracia. That is right. 

Mr. Casry. And the round trip would be about an hour and 10 
minutes each way ? 

Mr. Gracia. That is right. 

Mr. Casey. That is 2 hours and 20 minutes for a round trip. On 
the hydrofoil, it would cost them $4 a round trip but they will make 
it in about 50 minutes for a round trip? 

Mr. Gracia. That is right, sir. 

The Cuatrman. Thank you very much. 

Mr. Gracia. Thank you, sir. 

The Cuamman. Dr. Calderone. 


STATEMENT OF DR. FRANK A, CALDERONE, OWNER OF HYDROFOIL 
VESSEL, “FLYING FISH” 


Dr. Catprronr. Mr. Chairman and honorable members. of this 
committee, my name is Frank Calderone and I am the owner of the 
hydrofoil boat in question, which is now operating in the Virgin 
Islands and which I have been demonstrating in Puerto Rico. This is 
the first commercial hydrofoil operation in the Western Hemisphere. 

I would like to explain, if I may, how I came to bring this vessel 
to the Caribbean area and what my main objectives were in this 
costly pioneering venture. Because of my background of service in 
the public health field—as Medical Director of United Nations and 
other national and international public health agencies—I have al- 
ways had a deep concern for the needs of people, particularly those 
of the isolated islands of the Caribbean which I have known for 
many years. I had observed how improved interisland transporta- 
tion and communication would help solve many of the socio economic 
problems of that area, and I realized that hydrofoil vessels would 
represent a very substantial improvement over existing vessels. 

I brought this boat particularly into the West Indies because I 
knew from my past experience in sailing that this boat would operate 
in that particular area. 

I talked to many people who. were interested in the theoretical 
concept of hydrofoil vessels in this country. I was unable to buy 
or order any vessel in this country and I have talked to the most 

yrominent builders in this field in this country. Because of that, 
oecause I was told that they did not have suflicient engineering ex- 
perience and background to allow such a vessel to be built here ata 
cost that would be economical, I turned, therefore, to the shipyards 
in Italy and I purchased one of these boats, and I sent this boat to 
Barbados and began to demonstrate this boat from Trinidad north 
to St. Thomas covering about 7,000 miles with about 5,000 passenger 
guests. 

The Cuatrman. What is the cost of the vessel ? 

Dr. Cauprronr. The vessel costs $194,000 in Italy. 

The Cuamman. In what year did you buy it? 

Dr. Cauperone. I bought this vessel in 1959, January 1959. 

In this demonstration period, I developed the actual theory of how 
to use this boat, and I believe the demonstration and subsequent op- 
eration of this boat have done much to develop the confidence in the 
hydrofoils by all of our U.S. marine authorities. 
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I am very grateful for the opportunity I had m making this 'con- 
tribution to this new phase of transportation. 

The hydrofoil Flying Fish has been demonstrated to the high offi- 
cials of the U.S. Navy. All the officials have been on this boat not 
once but four times. The Coast Guard is very interested ‘in the boat 
and has examined it many, many times and many large industrial 
companies in the United States have come to Puerto Rico and I 
have demonstrated this boat to them because of their interest in the 
future building of boats in this country. 

It gives me a great sense of satisfaction to know that now our 
American industry is turning toward the development of hydro- 
foils. It is obvious that it will take much time, research, and ex- 

rimentation to develop such a boat that will be economically 
feasible to operate in the lakes, rivers, harbors, and sounds of the 
United States. 

I believe that when such boats can be purchased between $200,000 
and $250,000, that the economic feasibility of hydrofoils for passenger 
service in the above areas will give great impetus to the development 
of the hydrofoil movement in the country but the fact remains that 
we have not yet arrived at such a stage of development and will not 
for several years to come. 

I know from my own experience, talking to many, many manu- 
facturers in this country as late as 30 days ago. I think the impor- 
tance of transportation to underdeveloped areas is now well known. 

This committee will be interested to know that before transportation 
was made available to the islands of Vieques and Culebra, there were 
only 20,000 paid passenger fares per year between the islands and 
the mainland of Puerto Rico. 

At that time, the average length of trip in an old dilapidated un- 
comfortable boat was 2 hours 15 minutes. When the government of 
Puerto Rico decided to make some fundamental changes which re- 
duced the length of the trip to 1 hour 45 minutes, surprisingly, the 
number of passengers went up from 20,000 to 30,000, and I have 
no fear that actually when the hydrofoil boat begins to operate be- 
tween the islands of Vieques and Culebra, in 25 minutes, that it will 
more than double the passenger service. The island of Vieques is 
one of the most beautiful islands we have in Puerto Rico. It is going 
to be developed for hotels, for tourists, for many things. That is 
why an American entrepreneur, Frank Calderone, is willing to take 
the chance to bring in this hydrofoil. 

The fares are regulated by the Puerto Rican Commission. 

I will be glad to answer any questions because I believe I am the 
only technical operator of a boat in the United States. 

The Cuatrman. Are you associated with the present operators of 
transportation between these islands? 

Dr. Catperonr. No, I am operating one passenger cargo boat and I 
am operating a fast 49-foot ordinary conventional boat. 

_ The Cuatrman. Are there any other operators between these 
islands? 

Dr. CatpEronr. There is one operator now who is operating but I 
understand that he has not as yet a franchise to operate. 

The Cuarrman. You have a franchise? 

Dr. CatDrronE. We have to have a franchise to operate. 
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The Cuairman. From Puerto Rico? 

Dr. CauDerone: From Puerto Rico. 

The CuarrmMan. What effect will this hydrofoil have on the freight 
operations between these islands ? 

Dr. CatpErong. We have a freight cargo boat there at present. This 
hydrofoil boat is not intended to operate freight. It is only a pas. 
senger boat. It actually carries 70 passengers but we are only allowed 
to put 60 passengers on the boat by the Coast Guard so that we might 
carry maybe 2,000 pounds of light baggage. 

The Cuarrman. Mr. Tollefson ? 

Mr. Touterson. I have no questions. 

The Cuatrman. Mr. Miller? 

Mr. Minter. Are you the one who operated between the Virgin 
Islands ? 

Dr. Catperone. That is right, sir. 

Mr. Mitier. You are operating that now ? 

Dr. Catprerone. I am operating that boat now. 

Mr. Miter. This is merely an extension of what you are now doing 
under the American flag ¢ 

Dr. Cauprrone. I will hope to do so, sir. I am trying to buy 
American boats when they are ready. 

Mr. Mitzer. Had you studied the operations of these boats in Italy 
before you bought them ? f 

Dr. Catprrone. I had studied the operation not only in Italy but I 
had much information here by one of the large engineering companies 
that had studied the operation of these boats. 

Mr. Miuier. In what other places besides Italy are these boats being 
made now ¢ 

Dr. Cauprronr. The boats are being made in the Netherlands, 
France, Italy, and Russia. However, the boats being built in France, 
the Netherlands, and Italy are under the same patent design and they 
are practically the Italian boat. There is one boat that was built by 
the Russians and it is operating in the Volga River as an experimental 
passenger boat. 

There are no other builders of commercial craft. There was one 
experimental boat built in the Isle of Wight and sent to Canada and 
it did not fly, so that the only commercial boats that I know—and I 
am sure that I am correct in stating this—are the Italian built 
Supramar-design boats or the French and others built under the 
Supramar patents. 

Mr. Miter. In your opinion, when the hydrofoil boat. is fully de- 
veloped in this country, will there be a great demand for it in our 
lakes and rivers? 

Dr. Catperone. I think it will absolutely revolutionize the whole 
pattern of transportation in the United States in your rivers and lakes 
and sounds. 

I think it is one of the most exciting things I know of. I happen to 
be a yachtsman and when I saw this thing I fell in love with the idea 
of what would happen in our country once our country really started 
to go. 

I have been very happy in bringing this boat here and stimulating 
our country into this field. 
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Mr. Mituier. I know that. I. would like to. be in. Puerto Rico and 
maybe ask you to take us out in your boat. 

Dr. Cauprrone. Mr. Miller, | think you would have the greatest 
thrill you ever had riding at 35 knots, 

Mr, SATLLER. How long does it take to get up to 35 knots from astand- 
ing start ¢ 

Dr. CALDERONE. It takes about 30 to 40 seconds and she is up and 
away she goes. 

Mr. Mitter. That is just about like an automobile. 

Dr. CALDPRONE. Yes, and'she flies on her wings in the water and you 
hardly feel the motion at all. It is a gentle rolling motion as if you 
are on a large pullman train going at 60 miles an hour. 

Mr. Miter. What effect does weather have on it? Can you fly it in 
fairly heavy weather? 

Dr. Catprrone. The boat is limited to head seas of 4 feet. In 
troughs it is not limited by any height of wave. 

The reason that this boat works so beautifully in the West Indies is 
because the West Indies trade winds go east to west and your troughs 
are north and south, and so you go in the troughs regardless of the 
height of the waves. 

The reason the boat works very well in St..Thomas is because you 
are going into sheltered waters, and it will work well in between the 
islands of Vieques and Puerto Rico because you are sailing through a 
trough run. The boat also will work between St. Croix and St. 
Thomas because again you have a north-south trough run. 

The only thing that would limit this particular boat is direct. waves 
over 4 feet, and we are all of us anxiously waiting for a boat that will 
lift itself 8 feet or 10 feet or 12 feet, and then nothing will stop us. 
That is going to come, I assure you. 

Mr. Muzer. I am certain of that. 

I have no further questions. 

The Cuarrman. Mr. Downing? 

Mr. Downrne. I imagine the uniqueness of the craft itself will also 
contribute to your tourist trade? 

Dr. CALDERONE. It has. Many people come on the boat just for the 
ride. They like it. It has been barnstormed a la Lindbergh, “Come 
and take a ride, $5,” or something like that. 

Mr. Down1na. Thank you. 

The CHarrman, Mr. Mailliard? 

Mr. Marrxiarp. I have no questions. 

The Cuamman. Mr. Pelly ? 

Mr. Petiy. Just to correct one statement, I think you told me that 
you first acquired your craft in January 1959. I notice that in your 
testimony you referred to it being acquired in May of 1958. 

Dr. Catperone. I brought the boat here in May 1958 on a charter 
basis. I purchased the boat in January 1959 as an outright purchase. 

Mr. Preity. I want to say that I share your enthusiasm for the 
hydrofoil and its possibilities. You might be interested to know that 
when I was a boy, I rode in the Boeing Sea Sled, which went 40 miles 
an hour on the top of the water, and which had the same principle of 
fast transportation. They built that before they built any planes. 

Dr. CatpErone. That is right. 
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Mr. Prxuy. T agree that it has great possibilities, and I want to ask 
you just this one point. 

Is this legislation designed to allow you to extend the coverage that 
you have on your present hydrofoils?. Is that what you contemplate? 

Dr. Catprrone. This legislation is actually designed to allow this 
boat to operate in Puerto Rico only. 

Mr. Petty. Then why would it ‘be necessary to authorize the pur. 
chase of four additional hydrofoil craft and do you believe that there 
is sufficient business to justify this? 

Dr. Catprrone. Mr. ~— this would be only adding three more 
boats because this boat wou d come back into this service. You can- 
not operate the service with one boat. You must have two boats for 
a sustained service because, like an airplane, if anything happens 
down she goes, and becomes an ordinary boat. 

I forgot to tell the committee here that as an ordinary boat she 
goes at 15 knots and she is absolutely stable as an ordinary boat. 

Mr. Petty. This is a great déal safer than an ordinary boat because 
if you hit a reef it would be the foil that would hit. 

Dr. Catprrone. As a matter of fact, we had an accident of that 
type, a man accident. The boat went on a reef. Nothing hap- 
— to the boat. She stayed up. There was no great damage as 

ar as passengers were concerned. Of course, we had to replace the 
rear foil but nothing happened to the boat. 

Mr. Peiuiy. It seems to me, Mr. Chairman, that our committes 
has a great responsibility to do everything we can to foster this revolu- 
tionary development and, as a matter of fact, I have legislation to 
authorize the construction of a large hydrofoil. I hope maybe the 
committee will have a hearing on that. 

The Cuarrman. Mr. Curtin? 

Mr. Curtin. I have no questions. 

The Cuatrman. You are agreeable to the amendments that have 
been recommended by the Department of Commerce? 

Dr. Catprrone. Yes, I think it would be perfectly satisfactory. 

The Cuarrman. Thank you very much. 

Dr. Cauprrone. Thank you. 

The Cuarrman. Mr. Niedermair. You may proceed. 


STATEMENT OF WILLIAM I. NIEDERMAIR, ACTING COORDINATOR 
OF RESEARCH, MARITIME ADMINISTRATION 


Mr. Niepermarr. Mr. Chairman, members of the committee, my 
name is William I. Niedermair. I am Acting Coordinator of Re- 
search for the U.S: Maritime Administration, and I have a prepared 
statement which I would like to read with your permission. 

‘ Gentlemen, the bill’ would authorize any foreign-built hydrofoil 
vessel of under 100 gross tons, owned by U.S. citizens or U.S. corpo- 
rations, with the president’: and managing directors citizens of ‘the 
United States, to be enrolled and licensed as a vessel of the United 
States, with the privileges and: benefits thereof, for the carriage of 
persons or property for hire as a contract or common carrier by water 
only in trade between the islands of Puerto Rico and adjacent islands 
i the jurisdiction of the Commonwealth of Puerto Rico. ° [See. 
1}. 
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The bill would exempt these vessels from the provisions of section 
§ of the act of June 19, 1886 (46 U.S.C. 289), which provides a penalty 
for transportation of passengers between ports or places in the United 
States by a foreign vessel, and section 27 of the Merchant Marine Act, 
1920 (June 5, 1960; 46 U.S.C, 883), which provides a penalty of for- 
feiture for the transportation of merchandise between points in the 
United States or territories, in other than domestic built and docu- 
mented vessels. [Sec. 2. 

Foreign-built vessels are not eligible to engage in the coastwise trade 
of the United States (46 U.S.C. 11), unless such vessels are docu- 
mented as vessels of the United States. 

The last two paragraphs of this statement, Mr. Chairman, you went 
over. ‘They were part of the statement of the Secretary of Commerce. 

I have some comments to make on some of the statements in these 
paragraphs where since the time of the statements changes have taken 

lace. 

The statement that hydrofoil vessels are not obtainable in the United 
States is not true at this time. Hydrofoil vessels are not built on a 
production basis in the United States but there are two companies 
which have capabilities to not only build hydrofoil vessels but to pro- 
duce hydrofoil vessels in number. 

There are some 28 to 30 companies in the United States, shipbuild- 
ing and aircraft companies and combinations of the two, which are 

lanning to bid on the Navy’s PCH program. These companies have 
en adjudged by the Navy to be qualified to build hydrofoils. 

That is the only qualifying statement I have in connection with the 
paragraphs. 

The es amide In the statement of February 3, page 2, you in- 
clude the statement that hydrofoil vessels are not obtainable in the 
United States. 

Mr. NrepermMarr. Yes, sir. 

The Cuatmman. You have just said that they are obtainable. 
Which is true? 

Mr. Niepermarr. They are obtainable but not on a production basis. 
They are not at present produced in the United States but they can 
be built in the United States. 

It is suggested that the bill be amended by striking out of section 3, 
page 2, line 12, the words— 


This Act shall take effect upon its approval. 


and inserting in lieu thereof : 


No vessel shall be admitted to documentation as a vessel of the United States 
under this Act after eighteen months from the date of approval thereof. 

The Cuarrman. This bill even with that provides a limitation. 

Mr. Nrepermarr. Yes, sir. 

The Cuarrman. Which you do not include here. 

Mr. Nrevermarr. No, sir. 

The CuatrMan. So that, as you offer this amendment— 

No vessel shall be admitted to documentation as a vessel of the United States 
under this Act after eighteen months from the date of approval thereof. 
That would have no limitation on it but in the bill is a provision that 
only two or four vessels be admitted. 
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Mr. Niepermarr. But none would be admitted after 18 months of 
ie pera of this bill. 

Mr. Miter. In other words, you would have to buy the vessels 
within the 18-month period. The three additional vessels would have 
to be purchased within the 18-month period ? 

Mr. Nrepermarr. That is correct. 

We are advised that the Treasury Department has recommended 
certain technical amendments for attention of the committee if it 
approves the purpose of the bill. We have no objection to these 
amendments. 

We have been advised by the Bureau of the Budget that there 
would be no objection to the favorable consideration of this bill. 

The Cuarrman. Are there any questions? 

Mr. Totterson. Yes, Mr. Chairman. 

The Cuarrman. Mr. Tollefson. 

Mr. Touierson. You say that there are two companies in the 
United States that are capable of building hydrofoils? 

Mr. Nrepermarr. May I interrupt a minute? 

Mr. Totterson. Yes. 

Mr. Nrepermarr. There are two companies that have actual hydro- 
foil building experience. There are two companies, to my knowledge, 
that have had hydrofoil building experience but since have gone out 
of business. 

Mr. Toxterson. There are two in addition to the other two? 

Mr. Nrepermarr. Yes, sir. That makes four. There is one quali- 
fied naval architect in this country that has designed hydrofoils for 
the U.S. Navy and that is Gibbs & Cox of New York City. 

The two hydrofoil companies that are capable of designing and 
building hydrofoils are the Miami Shipbuilding Corp. and the Grum- 
man Dynamics Development combination. 

Mr. Touterson. Have they built a ship which is practical as 
operated ? 

Mr. Nrepermarr. I have to go back 14 years. I first became in- 
terested in hydrofoils when I was assigned to a hydrofoil program 
of the Navy 14 years ago. At that time, the only people in this coun- 
try that actively supported the hydrofoil concept was the Office of 
Naval Research, U.S. Navy. 

For the past 14 years almost the sole support of research and devel- 
opment in the United States has been done by the Navy. It has only 
been since 1958 that the Maritime Administration has become actively 
engaged in pushing this concept. The people that have built hydro- 
foils have built them for the Navy. The technological advancement 
represented in these concepts is equal to any in the world. That isthe 
free world which we know of, and I would almost hazard a statement 
to the effect that this would include Russia. 

Mr. TorrEFson. Let us suppose that you were a prospective pur- 
chaser of a hydrofoil. Would you be inclined to order one built here 
if you were ordering your first one or would you order it built in Italy 
where they had some experience? 

Mr. Nrepermarr. Well, as you probably know, the hydrofoil craft 
that we are building in the Maritime research and development pro- 
gram is a surface piercing foil configuration. This configuration 1s 
the surface piercing foil configuration the same as the PT-20 type. 
Patents on surface piercing foils are held by two individuals. One is 
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William P. Carl, who is the president of Dynamics Development and 
the other is Von Schertel, who is associated with the Rodriguez Corp. 
of Messina, Italy. 

Between those two gentlemen they control the surface piercing foil 
patents, I believe, in the world. 

There are experiments between these two concepts, the Carl concept 
and the Von Schertel concept, and it is my personal feeling that the 
Carl concept lends itself more to the open water operation which we 
are interested in in the U.S. merchant marine. 

The reason I say this is that the clearance between hull and foils, the 
hull and the water when the craft is in the flying stage, is much greater 
than that of the Messina or the PT-20 boat. Also the Carl configura- 
tion lends itself to much higher speeds. The speeds we are talking 
about with the first boat, this 100-ton maritime research vessel is 
between 60 knots and 80 knots. It is 60 knots guaranteed performance 
inthe contract and technically we feel that this is 20 knots lower than 
we will actually operate. 

Mr. Totierson. If these people in Puerto Rico are compelled to buy 
a hydrofoil in the United States, how long would it take before they 
could get one and what assurance would they have that it would work 
when they got it? 

Mr. Nrepermarr. I think they could work out the same contract ar- 
rangements as we have with the Grumman Dynamics people and that 
is guaranteed performance with a penalty. 

In a research program this is very unusual. 

The Grumman Dynamics Development Association and their asso- 
ciate, General Electric, providing the engine propulsion system which 
in itself is a radical advancement in marine transportation are staking 
their whole future in the hydrofoil business on the success of this par- 
ticular vessel. If it fails, this combination of Grumman Dynamics 
would never get another hydrofoil contract in this country or it would 
bemany years before they would. 

Mr. Totrerson. As I understand it, you recommend that the bill 
beapproved with certain amendments. 

Mr Nrepermar. Yes, sir. I feel that bringing these craft into 
this country will certainly stimulate the interest that is already very 
high as a result of the Maritime and Navy programs and recently 
with all the public interest in hydrofoils it is not a matter of stimulat- 
ing, it is almost a matter of keeping everybody’s feet on the ground. 

Mr. Totterson. That is all, Mr. Chairman. 

The CuHatrman. This is a business venture. You are speaking about 
a Government contract and so forth, where money does not enter inte 
the picture to any great extent. As a business venture, could this 
operator afford at this time to have a vessel built.in the United States 
and operate it successfully in Puerto Rico? 

Mr. Nrepermatr. I cannot speak for the individual himself but 
there are a number of American operators that feel that they could 
afford to have a vessel of a similar type and sizability in the United 
States, 

The Cuarrman. What would be the difference in the cost? 

Mr. Niepermatr. A recent proposal that I have seen that a private 
operator had received from a west coast company was that they could 


build the first craft for somewhere in the order of $500,000. That is 
the first one. 
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There was a certain amount of research and development that they 
felt should go into the first one. That would include also a period 
of operation and testing where the craft would not be earning. 

The Cuarrman. $500,000. This vessel that this operator now has 
cost $190,000 to $200,000. 

Mr. Niepermarr. Yes, sir. Of course, this is the first of its kind 
and I am reasonably sure from discussions I have had with people 
who have had contacts with the Rodriguez Corp. that on the first one 
they built in 1955 the cost was considerably greater than what they 
could sell their production item for. 

The Cuarrman. You are agreeable to this proposal of letting them 
purchase for the next 18 months outside of the United States? 

Mr. Nrepermarr. Yes, sir. I do not think we will ever eliminate the 
differential in cost. 

The Cuarrman. I am not speaking of that. Iam speaking of bring- 
ing this thing into actual operation. We have to be a little elastic 
here. 

You are not advocating that this bill be held to construction in the 
United States immediately ? 

Mr. Nrepermarr. No, sir. 

The Cuatrman. You are willing for this 18-month period? 

Mr. Nrepermarr. Yes, sir. 

The CuHatrman. For a limited number of these vessels to come in! 

Mr. Nrepermarr. Yes, sir. 

The Cuarrman. Mr. Miller? 

Mr. Mutter. I think you have covered the field that I wanted to 
cover pretty well. 

Mr. Mixer. In other words, if you wanted to go into business to- 
day, you could do so by using boats that go 40 miles an hour, 20 miles 
less than the hoped for optimum. If you wait for Grumman Dynamies 
to develop its proposed boat and it fails, you are out of business. The 
Italian Company can positively give you a 40 mile boat while Grum- 
man hopes to give you a 60 mile boat. 

Mr. Nrevermarr. The way I look at it is that it will stimulate the 
U.S. builder. 

Mr. Miter. I am sorry we were not the first to break through. 

Mr. Niepermarr. I do not like to hear that statement, sir. 

Mr. Mixer. Perhaps American industry should begin to hear such 
statements. We are trailing the Russians in the field of missilery 
because we are a little too proud to admit they can do it. 

Mr. Niepermarr. You will never get me to admit that we did not 
break through on the hydrofoil. It was in a military program. 

The Cuarrman. Let us not argue there. 

Mr. Ray? 

Mr. Ray. Mr. Chairman. 

I am puzzled by your amendment suggested at the top of page 3, 
that the present section 3 of the bill would actually take effect upon 
its approval as a normal part of legislation. If your amendment is 
desirable, I should think it would come as a separate section ahead 
of the present section 3. 

Mr. Nrepermarr. It does not matter, sir. 

Mr. Ray. What is the basis on which you suggest 18 months? 
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Mr. Nrepermarr. We figure that in 18 months the Maritime hydro- 
foil program will have a boat in the water that is what we consider 
the lower limit of coastwise and open water size for hydrofoils. 

Mr. Ray. Can one order three hydrofoil ships in Italy today and 
get them delivered and documented within 18 months? 

Mr. Nrepermarr. I cannot answer that question, I know that the 
Italians have a production boat but what time it would take for them, 
I do not know. It is like any other boatbuilding program. It is 
not a production-line program, as we consider the manufacture of 
automobiles or aircraft. 

Mr. Ray. Would it not be more reasonable to require that boats be 
ordered within 18 months than that they be finished and delivered 
and documented within 18 months? 

Mr. Niepermarr. I think that would be perfectly fair. 

Mr. Ray. I think the proposal ought to be changed in that way. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Downing? 

Mr. Downtna. I have no questions. 

The Cuarrman. Mr, Mailliard ? 

Mr. Matut1arp. I have no questions. 

The Cuatrman. Mr. Casey? 

Mr. Casry. I have no questions. 

The Cuarrman. Mr. Pelly? 

Mr. Petty. Mr. Chairman, I would like to take a half minute or so. 

You are an engineer; are you not ? 

Mr. Nrepermarr. Yes, sir. 

Mr. Petty. You have spent several years in this research work on 
hydrofoil development that the Maritime Administration has been 
conducting ? 

Mr. Nrepermarr. Yes, sir. 

Mr. Petry. Is there any doubt in your mind that under the designs 
that we have worked out that we can build a successful hydrofoil 
craft in this country today ? 

Mr. Nrepermarr. None whatsoever. 

Mr. Pretiy. Do you believe that this development will lead to a 
revolution in boating in the inland waters and in the interocean 
service ? 

Mr. Nrepermarr. Unquestionably. 

Mr. Petty. Do you believe that we will have hydrofoil craft that 
a peach Europe with a full complement of passengers within 30 

ours? 

Mr. Nrepermarr. Yes, sir. I am hoping that when we get the 
hydrofoil research craft that the maritime is building wrung out, that 
we will do something of that order to stimulate the interest of this 
country in hydrofoils with that particular craft. 

Mr, Petty. Mr. Chairman, I asked those rather irrelevant ques- 
tions simply to call the attention of the committee to what I think is 
our responsibility to have a hearing on this development and listen 
to Mr. Niedermair tell about this General Electric powerplant we 
have which is the same as a Mariner. They have been doing great 
things over there and I think we should know about it. 

Mr. Nrepermair. Mr. Chairman, I should like at this time to point 
out that we had a presentation, a first progress meeting on the mari- 
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time program in New York yesterday and it was interesting. There 
were people there from Coast Guard and American Bureau of Ship- 
ping. The Navy was quite enthusiastic about the program, and there 
we made up our minds that we would like to come before this com- 
mittee and make a similar presentation of the program. 

The Cuarrman. We will be glad to hear you. 

That anticipates vessels of what tonnage 

Mr. Nrepermair. The first one, of course, is 100 tons, but projecting 
our thoughts into the future, it is 500 to 1,000 tons. 

The CuHarrman. All right. 

Mr. Shapiro? 

Mr. Suaptro. Mr. Chairman, we have a statement in opposition to 
this bill. I will either read it or file it for the record. 

The CuarrMan. You may come up. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE 


Mr. Suariro. This is in the form of a letter addressed to you. 

We take this opportunity to express our objection to H.R. 3900, a 
bill which would permit use of a foreign-built hydrofoil vessel in our 
Nation’s coastwide trade, specifically that of Puerto Rico. 

The Institute has traditionally maintained the position that there 
is deeply rooted in our maritime policy provisions of law which pro- 
hibit the use of foreign-built vessels, foreign-flag vessels, or foreign- 
owned vessels to engage in our domestic trade. These provisions go 
back many years and your committee has vigorously protected the 
sanctity of these statutes from a vast variety of inroads that have 
been attempted in the past. 

We are particularly disturbed with the present legislation because, 
as we have many times indicated, new proposals will be made, all of 
which seem minor but, either individually or cumulatively, breach our 
long-standing policies. On this basis it may well prove impossible to 
prevent a widening of the breach to the stage where the policy, in fact, 
virtually disappears through attrition. 

In the specific bill before you there is involved a foreign-built 
hydrofoil vessel. If we are to allow a vessel of this type to trade 
domestically, we may, in effect, be preempting this type of activity, 
both geographically and technically, to foreign-built ships. What 
justification has been advanced that Americans are not capable of 
producing the ship involved? Would not a foreign-built ship al- 
lowed to operate in this trade tend to stultify rather than promote 
hydrofoil construction in the United States? 

If I may interject at this point, Mr. Chairman, I have the greatest 
difficulty in comprehending the logic of the statement contained in 
the Department of Commerce report that the importation of a limited 
number of these specialized craft, if they should prove successful in 
the trade intended, would develop a demand for such vessels and 
thereby stimulate American shipbuilders to produce a competitive 
vessel. If this is said in positive conviction, and I am sure it 1s, 
I do not understand the $5 million project that is going on in the 
United States of which a million and a half dollars has already been 
contracted for. 
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Why is the Government proceeding to spend its money in one direc- 
tion when this particular development in Puerto Rico presumably 
js going to serve the same purpose. 

I am terribly confused by that point, sir. 

The request before you is advanced precisely at a time when our 
Government has made such progress with the concept of hydrofoil 
yessels that, it has just contracted with a private American firm for 
the design and construction of a vessel at a cost of a million and a 
half dollars to the U.S. Government. The finished vessel, it is esti- 
mated, will cost about $5 million. 

This announcement was made by the Maritime Administration 
January 19. 

We believe the committee is aware of the fact that the very vessel 
the Government is pioneering is, in fact, quite similar to the one 
which, under the proposed legislation, could be built abroad and 
operated in our coastwise trade. Additionally, there has already been 
introduced in the Congress a bill, H.R. 10028, Mr. Pelly’s bill, for 
the construction of an oceangoing hydrofoil vessel as a pioneering 
venture. 

If the justification for this legislation is an attempt to solve some 
of the local water-transportation problems of the Commonwealth 
of Puerto Rico it is again unwise, in our opinion, for the committee 
to proceed now with this measure in vacuo. We say this because 
we are mindful of the fact that the committee has already announced 
that in but a few days it will hold hearings on domestic water- 
transportation problems, hoping to find a solution to the plight in 
which carriers in this trade, and areas so served, find themselves. 
Surely a proposal such as H.R. 3900 should not be considered fav- 
orably before the committee’s study of this, among other domestic 
water problems. 

As a result of our consideration of both the substance and the 
timing, we respectfully suggest that H.R. 3900 not be reported 
favorably. 

The Cuatrman. Mr. Shapiro, you have heard the former witnesses. 
This committee is certainly interested in the development of domestic 
ship construction and has shown it all along but the testimony here 
has pointed out that this is something that is immediately needed, that 
the present cost of having a ship of this type built in America is, 
from the testimony, rather prohibitive, and it has been shown that 
this would be a spur to domestic ship construction, until they get in 
a position where they can do business, 
on” testimony has been very convincing that there is merit in the 

Mr. Suaprtro. Mr. Bonner, I would not deny that there is merit to 
this proposal. Nor would I want to reflect on it. 

The Cuarrman, We place a time limitation on the importation of 
the vessel of this type and a limit on the number. This committee is 
always interested in your testimony and gives great weight to those 
you represent, but just to say that we are going to wait until some- 
body builds a vessel when the testimony is that there is no assurance 
when a vessel would be available to this area for which we have 
responsibility, that is going to have weight with me and I think 
weight with the other members, as has been demonstrated, on this 
committee. 
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Mr. Tollefson ? 

Mr. Totierson, I think Mr. Shapiro was about to make a comment, 

Mr. Suartro. I was only intending to comment on the fact that I 
think you have two different proposals before you. The presenta- 
tion of the presently existing hydrofoil vessel in the Puerto Rican 
domestic service is one part of this proposal. 

The additional building of three other vessels, I think, is quite 
another part of this proposal. 

I am no authority on this subject, but I think an order for the de- 
velopment of the construction of three hydrofoil vessels in this coun- 
try would, right at this moment, be a great boon to the develop- 
ment of hydrofoils right here. I do not see any point in creating 
this incentive and then putting it in the hands of foreign shipyards 
to apeocee with it. Why should it not be done in this country? 

understand that the Shipbuilders Council have already expressed 
the position that there are American yards who are perfectly willing 
and able to pnncees with this project. ; 

Conceivably, the cost may be prohibitive, but I do not even know 
that this has been established at this stage. 
iw Pe the committee is in a hurry but I have just one other point, 
i may. 

I just jotted down some figures on the back of an envelope. One of 
these ships as presently operated, that is the ship that is presently 
operating, in a 40-day period, operating only 10 hours a day, carrying 
only 50 people, can carry 40,000 people in a 40-day period. Now, 
40,000 people is almost 4 times as ah as the total population of the 
particular island involved. Four of these ships will produce a capae- 
ity, and I am just estimating this, of 160,000 people. Basically, on 
that premise alone, I visualize the justification for the one vessel as 
being completely in another category from the justification for add- 
ing three more. 

do not think my figures are wrong, but I would be delighted to 
discuss them with anybody to check them over. All I did was to take 
a 25-minute trip, with 50 people per trip, and in a 10-hour day this is 
1,000 people and on a 40-day period this is 40,000 people. This is 
twice as much as is presently moving. I do not know how broad the 
horizon is. I think undoubtedly there will be an increase in passenger 
traffic, providing the fare does not produce difficulty, which I assume 
it will not. 

How broad is this horizon? That 160,000 is 8 times the present 
volume. 

Mr. Totterson. You made reference to a $5 million figure that the 
Maritime Administration has for research and development purposes. 

Mr. Sapiro. The Maritime Administration announced that the 
cost of the ship for which they have contracted only $1.5 million will 
total $5 million. They have placed the contract with this Grumman 
firm for $1.5 million, and the finished vessel, it is estimated will have 
a value, and I assume that that almost necessarily is cost, in the neigh- 
borhood of $5 million. 

Mr. Petiy. Will the gentleman yield ? 

Mr. Totierson. Yes. 

Mr. Petty. That is for a 60- to 80-knot craft whereas the cost of 
this would be less. 
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Mr. ToutzFson. The thought occurred to me that if, for instance, 
the committee should want to insist that the craft for use in Puerto 
Rico be built in the United States, maybe the Maritime Administra- 
tion could enter the picture and as part of their research program 
subsidize the additional one or two ships. 

Mr. Suariro. This is very feasible. None of these alternatives to 
the best of my knowledge, have been explored. 

Mr. Miter. Will the gentleman yield? 

Mr. Totuerson. Yes, I yield. 

Mr. Miter. We have an example in the automobile industry. The 
Europeans came over here with a light car and it has taken this coun- 
try by storm. We are going to insist on a Cadillac when a Corvair 
would doit. After a few years the manufacturers came to the conclu- 
sion that they had better build good small cars. We do not need a 
boat going 60 knots with a possibility of 80 knots. We want a PT-20 
that goes 40 knots and is in business. 

Mr. Suapriro. My fear is just the counterpart of this. We sent a lot 
of skills and knowledge and know-how in the postwar period to 
Europe and, as you well know in the small car field, we helped them 
an awful lot to beat our pants off, as the expression goes. 

I would like to avoid this in the hydrofoil field if I possibly can. 

Mr. Mitzer. I would like to avoid it but perhaps one of the ways 
to do it is to stimulate the interest, let them know that these boats are 
working very well and they do not have to be 100 tons and go 80 miles 
an hour ; that they are going to do business in Puerto Rico; and maybe 
co Pa will begin shooting at the little car instead of the big car 
right off. 

r. SHaprro. I am convinced, Mr. Miller, that the American mar- 
itime industry and particularly the small-boat industry and the 
American shipbuilders and their counterparts, such as these develop- 
ment firms, are thoroughly aware of the situation. They really do not 
have to see the vessel operate in Puerto Rico to know what it is. 

Mr. Petty. Will the gentleman from California yield? 

Mr. Mixer. The gentleman from Washington has the floor. 

The Cuatrman. Mr. Tollefson has the floor. 

Mr. Petty. Will the gentleman from Washington yield ? 

Mr. Totierson. Yes. 

Mr. Petry. I think the gentleman from California might be in- 
terested to know that there is a Waste King Corp. in Los Angeles 
that has been back here trying to get a little research contract so that 
they can build these smaller hydrofoils. 

Mr. Miter. That is fine. I hope they get it. 

The CHarrman. Let us see if we can clear this up. 

Dr. Calderone, you are operating now a service from the Virgin 
Islands to Puerto Rico? 

Dr. Catprrone. I am operating a schedule now from the Virgin 
Islands to Tortola and Virgin Gorda in the British West Indies. 
Once a week the boat does go back to Fajardo for repairs. 

The Cuarrman. Is that one vessel ? 

Dr. CaLpERONE. One vessel only. 

The CHarrman. What would be the number of vessels that you 
would desire for the Puerto Rico service? 
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Dr. Cauperone, The minimum number of vessels required for one 
operation only is two. Like an airplane service, you must have an- 
other boat. 

The Cuarrman. For the Puerto Rico service you need two vessels? 

Dr. Cauprerone. Two vessels is minimum. To fully insure service, 
you need three; if things get better, you need four. 

Mr. Mitre. May I ask a question of Dr. Calderone? 

The CuarrmMan, Yes. 

Mr. Miter. How long would it take to get a ship from the Italian 
yards ? 

Dr. Catprerone. Less than 4 months. 

Mr. Miter. How long do you think it would take to get one in 
America? 

Dr. Catprrone. I have not been able to get anyone to give me any 
date, including Waste King, including Grumman. I have dealt with 
this from the very beginning. I had a contract with Grumman for 
the purchase of these vessels but they could not give me a delivery date 
and they were not sure as to whether the boat would fly or not; they 
needed a good deal of experimental work. The first boat might cost 
between $500,000 and $600,000; that was my actual conversation with 
Grumman. 

As a matter of fact, the committee should know that the only way 
I met Mr. Rodriguez was through Grumman. They sent me to Italy 
to buy this boat. 

The Cuamrman. You brought up the question of small automobiles. 
That has awakened these automobile manufacturers in America. 

Maybe this proposition will awaken the shipbuilders in America. 

There has to be somebody to pioneer. 

Mr. Suaptro. Mr. Chairman, presumably we are spending $5 million 
of the Government’s money to pioneer this. 

The CHarmMan. Private industry does not get it like Maritime 
or the Navy or somebody like that. 

Mr. Smaptro. I think that is because this is a pioneering venture, 
this particular venture. 

The CuarrmMan. We have this part of our country, Puerto Rico, in 
which we are interested. I want to see them given an opportunity to 
ride around a little. 

Mr. Suaprtro. I want to assure the chairman that we are not trying 
to be difficult about the situation. We would like to see perhaps a 
little more work done on it before we leap into this legislation. 

Mr. Ray. Mr. Chairman. 

The CHatrmMan. Mr. Ray. 

Mr. Ray. I would guess from what you say that you want to post- 
pone the delivery date of these boats in Puerto Rico for some in- 
definite but quite substantial time in the future ? 

Mr. SuHarrro. May I answer that in this way. I think that the 
Puerto Rican transportation problem discussed here today is so in- 
trinsically a part of the domestic water transportation study that I am 
fearful that you may perhaps act on this particular proposal and 
find, when you explore the water transportation problem in Puerto 
Rico, that it is not this problem, or perhaps the solution to this pa 
lem is quite another one. Perhaps a conventional ship of 25 knots 
would do the trick. 
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Mr. Ray. You are not saying what the transportation system should 
be for the people of Puerto Rico? 

Mr. Suapiro. No; I would not establish those standards for them 
by any means, but within the broad framework of that concept there 
is apparently virtually everything in this area that should be left to 
private industry without the congressional scrutiny and without the 
attempt to improve the situation as stimulated by the Congress, you 


e. 

Mr. Ray. I am impressed by the fact that the Puerto Rican need 
the ships now and there is only one place they can get them now. 

Mr. Seseamee It is terribly difficult for me to say they do not need 
them now and they should not get them now. I cannot say that, sir. 

Mr. Ray. That is all, Mr. Chairman. 

The CuHarmman. Mr. Downing? 

Mr. Downtna. I have no questions. 

The Cuatrman. Mr. Mailliard? 

Mr. MartirArp. I have no questions. 

The CuatrMan. Mr. Casey ? 

Mr. Casey. I have no questions. 

The CuHarrman. Thank you very much, sir. 

Mr. Swarrro. Thank you. 

The Cnatrman. Is Mr. McIntyre here? 

Mr. McIntyre. Yes. 

The Cuatrman. Mr. McIntyre, did you have some observations to 
make on this question ? 


STATEMENT OF ROBERT V. McINTYRE, ASSISTANT CHIEF, DIVISION 
OF MARINE ADMINISTRATION, BUREAU OF CUSTOMS 


Mr. McInryre. Mr. Chairman, I have no prepared statement and 
no special statement I would like to make. I came down in order to 
be available to answer any questions that the committee might have. 

The Cuarrman. Mr. McIntyre is with the Bureau of Customs. 

Mr. McIntyre. I am Assistant Chief of the Division of Marine 
Administration, Bureau of Customs. 

The Cuarman. What is your position on this proposal ? 

I will say for the benefit of the committee that there is no business, 
if the committee desires to sit a little longer. 

Mr. McIntyre. Our position, Mr. Chairman, is as stated in the 
report that we regard the bill, as originally drafted at least, as a 
rather unusual proposal for the admission of, as it is understood, an 
unlimited number of vessels to the American documentation. 

The CuarrmaNn. It is not going to be an unlimited number. 

Mr. McIntyre. Yes, sir. We felt that the question of admission or 
nonadmission was a question of legislative policy for the committee. 
We did feel that there were some technical amendments that should 
be made, and we made about six suggestions, I believe, in our report 
for technical amendments. 

I understand that you do intend to limit the number of vessels. If 
there is a limitation, I would think that that would answer in part 
some of the things that we had suggested in our report. 

I have not, however, seen a revised version of the bill. I do not 
know whether there has been one printed. 












40 MERCHANT MARINE LEGISLATION 





‘The Cuarrman. We have not come to that yet. 
If there is a limitation of two vessels on this bill, how would that 
‘affect your objections ? 

Mr. McIntyre. I think that would remove objections. We would 
uot have any in the Department, we feel. 

The CuHarrman. I just picked those two out of the air. I am just 
asking the question. 

Mr. McIntyre. If there were a limitation in the number of vessels, 

The Cuarrman. And a time limitation ? 

Mr. McIntyre. And a time limitation; we could work with both of 
those and would have no objection to it. 

The Cuarmman. Counsel would like to ask you a question. 

Mr. Drewry. Mr. McIntyre, when you say you have no objection, 
you mean that you would not request or suggest these amendments that 
are contained in your report relative to the matters like citizenship 
and so on ? 

Mr. MoInryre. Well, Mr. Drewry, I would say that we would think 
that there still should be some of these amendments. Perhaps they 
ought to be altered a little bit depending upon the form of the revised 
bill, but I think that substantially these things should be in here. 

The Cuarrman. Would there be some type of import duty on this 
vessel ? 

Mr. McIntyre. No; there is no duty on that. The only duty on 
vessels brought into the United States is a duty upon motorboats or 
yachts used for pleasure, but there is no duty on vessels brought in for 
trade or commerce. 

Since these vessels would be intended to be used in trade or com: 
merce, there would be no duty. 

The Cuatrman. Are there any questions? Mr. Mailliard? 

Mr. Mariutarp. I have no questions. 

The Cuatrman. Mr. Pelly? 

Mr. Petiy. I have no questions. 

The Cuatrman. Thank you very much. 

I would like for you to stand by in case we do amend the bill so that 
we can get your further advice. 

Mr. McIntyre. I would be glad to, sir. 

The CuatrMaAn. That would be at a later date. 

Mr. McIntyre. Yes, sir. 

The Cuarrman. We have a letter from the Shipbuilders Council, 
February 1, 1960, signed L. R. Sanford, president : 

The Shipbuilders Council of America is very disturbed over pending bill H.R. 
3900, to permit foreign-built hydrofoil vessels in the coastwise trade of Puerto 
Rico notwithstanding existing provisions of law to the contrary. 

It is appreciated that there are occasions in an emergency where exceptions to 
express provisions of law may be justified, but the members of the Shipbuilders 
Council do not feel that such a condition exists at the present time with respect 
to the matter covered by H.R. 3900. 

The bill would permit the use of any foreign-built hydrofoil vessels in the 
coastwise trade of Puerto Rico if they were of less than 100 tons. The exemp- 
tion would apply to both passengers and freight. 

While the provisions of the bill limit the use of the foreign-built hydrofoil 
vessels solely to the islands within the jurisdiction of the Commonwealth of 
Puerto Rico, actually the bill would be a most dangerous precedent. If enacted, 


it would start another crack in our exclusive coastwise laws which historically 
have prohibited the use of foreign-built vessels in American trade. 
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Obviously the bill is predicated on the recent strides in hydrofoil construction 
made outside the United States. However, the proposal ignores the active pro- 
ms in this field now being carried on both by the Maritime Administration 
and the Navy Department. Its enactment would undermine those programs and 
weaken the position of American shipbuilding in this new and promising field. 
The council has noted that there is pending on the Senate side a bill (S. 2593) 
by Senator James E. Murray of Montana which contains certain restrictions not 
in H.R. 3900. Under the Senate version, only two vessels would be admitted 
within 18 months. Even if so revised, the pending bill would cause such damage 
to our position that it should be disapproved by the committee. 

It is understood that you have scheduled a hearing for the committee to con- 
sider H.R. 3900 on Wednesday, February 3, 1960. The Shipbuilders Council will 
appreciate your acceptance of this brief statement and its incorporation in the 
record of that hearing, 


We will put the letter in the record. , 
I merely read the letter so that the committee will understand it. 
(The following was furnished for insertion :) 


WASHINGTON, D.C., February 4, 1960. 


Re hearings on House Resolution 3900, proposal to allow foreign-built hydrofoil 
ships to operate in domestic Puerto Rican trade. 
Hon. Hersert C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, House of Representatives, 
Congress of the United States, Washington, D.C. 


Dear Mr. Bonner: Reference is made to your hearings yesterday on H.R. 
8900, which bill would exempt certain foreign-built hydrofoil ships from the 
provisions of our coastwise laws so as to allow their operation in the domestic 
trade of Puerto Rico. I understand that after an executive session of your 
committee that action on H.R. 3900 has been deferred. 

With respect to this matter, I should like to call your attention to the pro- 
posal of Waste King Corp. of Los Angeles, Calif., to construct a 28-ton com- 
mercial hydrofoil ferryboat, capable of carrying a maximum of 93 passengers. 
The boat would be constructed in a domestic shipyard by American labor, and 
it would be ideally suited to the Puerto Rican trade as the testimony before 
your committee yesterday proves. 

I represent Waste King Corp. in this matter, and we have submitted various 
proposals to the Maritime Administration concerning the construction of the 
28-ton hydrofoil ferryboat which Waste King has designed. In this respect, 
I enclose herewith a copy of a letter, dated December 3, 1959, to the Maritime 
Administration from Mr. Boyd T. Marshall, vice president-general manager of 
the Technical Products Division of Waste King Corp., which sets forth Waste 
King’s proposal. I also enclose a copy of a reply to said letter from the Marl- 
time Administrator dated January 15, 1960. 

Waste King has engaged in extensive research and technological study of 
hydrofoil boats and associated equipment for over 3 years, and has spent a 
considerable amount of its own money, without any governmental assistance, 
in such research. One of the results of this research project has been the de- 
velopment of specifications for a 28-ton hydrofoil ferryboat, which the company 
is now prepared and ready to construct. Copies of these specifications have 
been distributed to the staff of the Maritime Administration and have been 
before them for approximately 8 months. 

Some of the testimony given to your committee yesterday with respect to the 
present willingness and ability of domestic companies to construct commercial 
hydrofoil craft is not entirely accurate. Waste King Corp. is ready, willing, 
and able, and indeed most anxious, to undertake such construction. 

Waste King Corp. is convinced that the hydrofoil industry will eventually 
be one of significant size. Up to now this field has been preempted by foreign 
Shipyards. If, however, this country should allow foreign-built hydrofoils 
to invade the domestic market, domestic construction of hydrofoil boats may be 
effectively precluded at its incipient stages. We should like to submit that 
the Government, in the interests of national security and in accordance with 
the purposes and policy of our basic shipping statutes, should do everything 
possible to promote and foster the development of a domestic hydrofoil industry. 
The passage of H.R. 3900 would not, we submit, be consonant with these 
purposes. 











42 MERCHANT MARINE LEGISLATION 


It is the hope of Waste King Corp. that the construction of its proposed hydro. 
foil boat can be constructed with the aid of construction loan and mortgage 
insurance under title XI of the Merchant Marine Act, 1936, as amended, and 
without any other governmental assistance. Certainly prospective operators 
of such craft in Puerto Rico should be required to explore fully the capabilities 
of our domestic industry before being accorded the exemption envisaged by H.R. 
3900. 

I request, therefore, that you defer any action on H.R. 3900 until the op. 
erators involved have fully explored the possibility of domestic construction 
of hydrofoil craft. I further request that this letter and the letters which I 
am enclosing herewith be included in the records on H.R. 3900. 

Respectfully yours, 


RIcHARD W. Kurrus. 


Waste Kine Corp., 
Los Angeles, Calif., December 8, 1959. 
Re proposal of Waste King to construct a 28-ton commercial hydrofoil ferryboat, 
Hon. CLARENCE G. MORSE, 
Maritime Administrator, 
U.S. Maritime Administration, Washington, D.C. 


Dear Mr. Morse: For over 3 years, the technical products division of our 
corporation has been engaged in extensive research and technological study of 
hydrofoil boats and associated equipment. One of the results of this research 
project has been the development of specifications for a 28-ton hydrofoil ferry- 
boat, which we are now prepared and ready to build. Copies of these specifica- 
tions have been distributed to the staff of the Maritime Administration. 

The purpose of this letter is twofold, viz: 

First, we should like to request that the hydrofoil boat, which we have 
designed, be considered by the Maritime Administration for its pilot hydrofoil 
project, and that the services and facilities of our company also be considered 
for use in the construction of such vessel ; 

Secondly, we request that certain clarifications be made in the rules and regu- 
lations of the Maritime Administration concerning title XI construction loan 
and mortgage insurance, so as to allow for the construction of at least a limited 
number of hydrofoil boats by commercial operators. 

At the outset, we should point out that we are fully aware that the Maritime 
Administration has already undertaken a study of hydrofoil boats. We have 
reviewed such reports as have been issued by the Administration in this 
respect. In addition, we are also aware that the Department of Navy is pres- 
ently planning the construction of a 110-ton hydrofoil craft, bids for which we 
understand will be formally invited some time during the first quarter of 1960. 
We are thoroughly familiar with the patrol craft hydrofoil (PCH) being devel- 
oped by the Bureau of Ships, and we have designed both the main and auxiliary 
drives for this vessel, which designs have been accepted by the Bureau of Ships. 

The approach of our company has been to develop a hydrofoil boat which 
would have practical commercial use. We originally undertook preliminary 
designs of a 50-ton hydrofoil, but, after having considered the matter in detail, 
and having sent technicians abroad to observe foreign hydrofoils now in opera- 
tion, we arrived at the conclusion that the introduction of a commercially 
operated hydrofoil in this country would be most economically feasible with a 
boat of 28 tons, carrying a maximum of 93 passengers. This boat has been 
designed. In order to have the maximum assurance of trouble-free operation, 
we have adopted the policy of staying generally within the known and proven 
state of hydrofoil art, although we believe that our boat would materially en- 
hance the state of this art. 

Although the concept of the hydrofoil is not of recent vintage, the commercial 
and military adaptation has only been considered within the past few years. 
No commercial hydrofoil has ever been constructed in this country, although 
more than 20 foreign-built hydrofoils are now operating commercially in various 
foreign countries. Of special significance is the fact that the Soviet Union 
has hydrofoil craft already in operation, and, as in the field of space technology, 
may be several years ahead of this country. It certainly behooves the United 
States to get a commercial hydrofoil in operation without delay, and we re- 
spectfully submit that our plan will go far to accomplish this purpose, and that 
it should be considered. 
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As in many other fields, we submit that private industry can make a sub- 
stantial contribution to the national interest of the United States in this matter. 
As you are well aware, the traditional policy of all of our shipping legislation 
is to promote and foster a privately owned American-flag merchant marine, 
composed of the best equipped and most modern types of vessels, which should 
include hydrofoils, 

In keeping with this policy of encouraging private construction, ownership, 
and operation, we submit that our plan should be given preference over any 
other plan for the construction of hydrofoil craft, which would envisage virtu- 
ally all of the expenditures being made by the Government and also Government 
ownership of the completed boat. 

I would like to point out that our company has already spent over $100,000 
of our own funds in the development of this project to date. So far as we 
know, no other company, without governmental assistance, has been willing to 
undertake comparative studies in this field. 

Our plan involves the following main points: 

1. The construction of a 28-ton hydrofoil ferryboat which can be commercially 
operated in many trades of our domestic and possibly nearby foreign commerce ; 

2. A delivered price for the first boat of approximately $500,000 to the com- 
mercial operator ; 

3. The availability of approximately $300,000 in research funds by the Mari- 
time Administration to cover part of the costs to be incurred in the final design 
and construction of the first vessel, so that the operator’s cost of $500,000 can be 
met ; 

4. The coordination with and approval by the ship construction staff of the 
Maritime Administration of all final designs and construction so that the maxi- 
mum national defense interest will be achieved ; 

5. The availability of the boat to the Maritime Administration upon comple- 
tion for the performance of all operational and other tests, which it may consider 
necessary or feasible; and 

6. Periodic reports by the operator to the Maritime Administration on per- 
formance results, 

Of course, our plan envisages the utilization of the studies that have already 
been undertaken by the Maritime Administration, which have been extremely 
helpful and worth while. At this stage, we are only asking that our plan be 
considered and that we have an opportunity of presenting further data with 
respect to it for the consideration of your staff. 

According to our best estimates at this time, it will cost approximately $800,- 
000, in addition to the money that we have already expended, to construct the 
first boat. As stated above, we do not consider that the cost to the private 
operator should exceed $500,000. Our corporation is ready and willing to assume 
a substantial amount of the developmental expenses. Since the introduction 
of the hydrofoil into commercial operation in this country involves a new concept 
that will benefit the Government in many ways, we feel that some expenditure 
of research and development funds by the Maritime Administration would be 
justified. 

In considering our proposal, we should like to emphasize that the construction 
of the 28-ton hydrofoil ferryboat will be a natural complement to the approxi- 
mately 110-ton, and more complicated, hydrofoil to be constructed by the De- 
partment of the Navy. Secondly, the construction of the hydrofoil boat, which we 
propose, can be completed at least a year sooner than the Navy’s boat. Thirdly, 
because of the participation of private capital in this project, the cost to the 
Government will be minimized. Fourthly, the construction of the 28-ton hydro- 
foil boat will allow for commercial experience and operating results, which a 
larger more complicated hydrofoil could not afford. 

The plan which we envisage will require certain clarifications of the rules 
of the Maritime Administration governing title XI construction loan and mort- 
gage insurance and possibly an amendment to the statute. Insofar as hydrofoil 
ships are concerned, at least at this time, we suggest that the following matters 
be considered and determined as promptly as possible: 

(1) That title XI insurance can be given on a 28-ton hydrofoil boat; 

(2) That the commercial life of the boat be determined to be at least 8 years; 

(3) That the competitive bid procedure, which is the policy of the Adminis- 
tration in the construction of title XI shops, not be considered applicable in this 
case; and 
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(4) That, on the question of economic feasibility, the private operator ang 
the Government be allowed to assume some reasonable risk in the direction 
of allowing the project to go forward. 

If title XI of the Merchant Marine Act, 1936, as amended requires some 
minor amendment to accomplish these purposes, such amendment should be 
drafted as soon as possible so that the project can go forward with congres. 
sional endorsement. 

As I have stated, the Waste King Corp. is most anxious to move ahead on 
this matter without delay. It is prepared to move forward in the final devel. 
opment of its plans, while any amendatory legislation is pending at its own 
risk, provided that the Maritime Administration is willing to give its approvaj 
in principle to the proposal. Most importantly, we desire the opportunity of 
discussing this proposal with you and your staff at your earliest convenience, 
and we stand ready to supply any and all information concerning it within our 
possession. 

Respectfully yours, 
Boyp T. MARSHALL, 
Vice President-General Manager, Technical Products Division. 


DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D.C., January 15, 1960, 
References : 
(a) Proposal of Waste King to construct a 28-ton commercial hydrofoil 
ferryboat, dated December 3, 1959. 
(b) Specifications for 28-ton hydrofoil ferryboat. 
(c) Proposal, evaluation of hydrofoil boat gas turbine installation, dated 
October 9, 1959. 
(@) Proposal to Maritime Administration for full-scale hydrofoil boat re 
search and development test, dated October 9, 1959. 


Mr. Boyp T. MARSHALL, 
Vice President-General Manager, Technical Products Division, Waste King Corp., 
Los Angeles, Calif. 

Deak Mr. MarsHatt: Your proposal references (a), (c), and (d), along 
with the specifications for Waste King Corp.’s 28-ton hydrofoil ferry, have re- 
ceived the most detailed study and consideration by the Maritime Administra- 
tion. 

Our hydrofoil research and development program has as its primary objective 
the actual demonstration of the commercial potential of the hydrofoil concept 
for ocean transportation. We hope to successfully demonstrate through the “all 
weather,” “open ocean” operation of our 80-ton, 60- to 80-knot hydrofoil re 
search craft that vessels of this size and larger will fill the need for an ocean- 
transportation system intermediate to the conventional ship and aircraft. With 
this as the primary objective of our hydrofoil program, the Waste King 28-ton 
hydrofoil ferry does not meet our research program requirements for an ex- 
perimental hydrofoil research vessel and we would not consider substituting 
your 28-ton hydrofoil ferry for the 80-ton hydrofoil research craft. 

We feel that hydrofoil craft in the 20- to 40-ton range have proven successful 
for protected water operation and it would be economically feasible at this 
time to construct and operate such craft in a number of areas in the United 
States and island possessions. Concerning the second part of your proposal, 
reference (a), the Maritime Administration would welcome proposals by opera- 
tors to construct and would be prepared to consider granting title XI assistance 
to any such operator proposing a commercially feasible operation. Several op- 
erators desiring to utilize the Waste King 28-ton hydrofoil ferry have already 
been advised of the availability of title XI assistance for the construction of 
such a vessel provided the requirements of the statute are satisfied. 

Pending operator interest and definite plans to construct the Waste King 
28-ton hydrofoil ferry, we are deferring until such time any decisions regarding 
research fund support of the programs you proposed in references (a) and (4). 
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The Maritime Administration feels that there is a definite need for 28-ton 
pydrofoil ferries operating in protected waters and you may be assured that 
operators interested in such craft will be given every consideration. 

Sincerely yours, 
CLARENCE G. MORSE, 
Maritime Administrator. 


INDUSTRIAL UNION OF MARINE AND SHIPBUILDING 
WorKERS Or AMERICA, AFL-CIO, 
GENERAL EXECUTIVE BOARD, 
Camden, N.J., March 22, 1960. 
Re hydrofoil vessels for Puerto Rico. 
Hon. HerBerRT C. BONNER, 
House of Representatives, 
Washington, D.C. 


Deak Siz: It has come to our attention that an attempt is being made to insti- 
tute a measure to permit purchase from Italian shipyards of hydrofoil vessels 
for Puerto Rican interisland-mainland navigation purposes. 

We also understand that the U.S. Department of the Navy is about to ask 
for bids on the construction of a hydrofoil vessel for research and development 
purposes. Therefore, we believe that it is entirely possible for these hydrofoil 
yessels required by our territory of Puerto Rico to be built in the United States. 

Certainly, the presently depressed condition of the ship-construction industry 
in this country requires further elucidation to your committee in the Congress. 
Your committee perhaps more than any other in this country is responsible for 
what small modicum of work remains in our country’s shipyards. 

The construction abroad of vessels for territorial U.S. commerce would be a 
complete negation of the intent and purpose of the Merchant Marine Act of 1936, 
and would be the opening wedge of the dike for those people who want to build 
all American-flag vessels abroad, and completely decimate our industry. 

The construction of any new type of vessel by yards in this country is most 
urgently needed, if we are ever to obtain that stage of development and modern- 
ization which our shipyards require in order to compete with those foreign 
yards which were modernized by American dollars after the end of World 
War II. 

Certainly, we cannot afford to allow territorial vessels to be constructed 
abroad at a time when U.S, shipyard workers with 25 to 30 years of experience 
are unemployed. 

We further cannot allow this at a time when the U.S. Department of Com- 
merce and its subordinate administrative agencies are cutting the vessel replace- 
ment program to a skeleton-like parody of its potential, if we are to preserve 
an adequate merchant marine for this country. 

If any hearings are to be held on this subject, may we respectfully request 
that you place this letter in the record of the hearings? 

As you realize, our present collective bargaining dispute with the Bethlehem 
Steel Co.’s Shipbuilding Division makes it impossible for us to present our views 
in person. 

Sincerely yours, 
JOHN J. GROGAN, 
President. 
AnprREW A. PETTISs, 
Vice President. 
Ross D. Boop, 
Secretary-Treasurer. 
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MERCHANT MARINE LEGISLATION 


TUESDAY, MARCH 1, 1960 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON MercHant MARINE 
OF THE COMMITTEE ON MercHant Marine AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to notice, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman 
of the full committee) presiding. 

Present: Representatives Bonner, Downing, Casey, Tollefson, Ray, 
Mailliard, and Pelly. 

Present also: Representatives Johnson and Rivers. 

Staff members present: Bernard J. Zincke, counsel, and William B. 
Winfield, chief clerk. 

The CHarrman. The committee will come to order. 

The Subcommittee on Merchant Marine of the Committee on Mer- 
chant Marine and Fisheries meets this morning on H.R. 7102, to 
amend the Merchant Marine Act, 1936, for the purpose of providing 
with respect to the requirements for the operation of subsidy con- 
structed vessels that certain vessels shall be considered as operating 
in foreign trade. 

(H.R. 7102 follows :) 


[H.R. 7102, 86th Cong., 1st sess. ] 


A BILL To amend the Merchant Marine Act, 1936, for the purpose of providing with 
respect to the requirements for the operation of subsidy constructed vessels that certain 
vessels shall be considered as operating in foreign trade 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 506 of the Merchant 
Marine Act, 1936 (46 U.S.C. 1156) is amended by inserting at the end thereof 
the following: “For the purposes of this section if the majority of the miles 
logged by any vessel during a calendar year are logged in round voyages from 
Alaska to British Columbia, Canada, such vessels shall be deemed to have been 
operated exclusively in foreign trade during such year.” 

The Cuarrman. The first witness this morning is our distinguished 
Representative from Alaska, Mr. Rivers, the proponent and introducer 


of the bill. 


STATEMENT OF HON. RALPH J. RIVERS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ALASKA 


Mr. Rivers. Mr. Chairman and members, I want to thank the 
committee for cooperating in scheduling this hearing because I know 
these have been busy days and that it is not easy to fit in a hearing. 
However, several prominent Alaskans who are very conversant with 
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this subject are in town and I endeavored to make it possible to haye 
the committee hear them while they are here. 

This bill is to enable construction of large car ferries under the 
ship construction provisions of the Merchant Marine Act. for the 
reason that. Alaska, with a large archipelago in the southeastern 
section with cities that are situated on islands and in the mountainous 
country of the southeast along the coast, simply cannot be connected 
by highways; and the problem is that we need a link in our highway 
system between southeastern Alaska and British Columbia. 

British Columbia connects with the continental highway system, 
and, until we can afford some car ferry service between these south- 
eastern cities and Prince Rupert, British Columbia, which would 
also serve as a link in a great circle tour for tourists coming to and 
from Alaska, we find those communities almost completely isolated, 

The Alaska Steamship Co. does not have passenger service along 
the coast between Seattle and Alaska. The only service in the sum- 
mertime is with a few Canadian vessels as far as passengers are con- 
cerned and that is only for a very few months. 

Our whole picture in completing a continental highway system 
contemplates this link by ferries that I have been talking about. 

I understand from testimony which was adduced in Juneau last 
summer that the Alaska Steamship Co. is not opposed to this ferry 
system which is going to generate a greatly enhanced amount of 
traffic, tourist traffic and traffic by the traveling public, through 
southeastern Alaska. 

It also affects the Rail belt in the interior part of Alaska because 
the tourists coming in over the Alaska Highway between northern 
British Columbia and Alaska could then take their cars to Haines, 
Alaska, which is connected up to the Alaska Highway by a side road, 
and then make their return trip by ferry down to Prince Rupert and 
thence on the Continental Highway System, thereby creating a great 
circle tour which is not, possible now. 

The tourists and all others traveling by car have to go back over 
those long dusty miles through British Columbia in order to get 
back again. 

I will not dwell at length on this because the men who are here 
now to speak for Alaska in regard to this problem are better quali- 
fied on the technical side than I. 

I will say, Mr. Chairman and members, that the first witness would 
be Mr. Robert Sharp, president of the Southeastern Alaska Confer- 
ence, which is a conference made up of chambers of commerce and 
other organizations interested in surface transportation; Mr. Felix 
Toner, consulting engineer from Juneau; and Mr. Richard Downing, 
commissioner of public works for the State of Alaska. 

I might also say that I have asked Mr. Angelo F. Ghiglione, 
Deputy Assistant Commissioner of the Bureau of Public Roads, De- 
partment of Commerce, to be here because he served many years as 
one of the leading men of the road commission and the Bureau of 
Public Roads in Alaska, and he will be available to answer such 
questions as we may wish to pose. 

The Cuarrman. I would like one of these gentlemen to make a gen- 
eral statement for this proposal and the others can file such state 
ments as they care to file. 
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Mr. Rivers. I believe that even the general statement will be rather 
short, and that there may be time for the others to also give you their 
statements in person. 

We will certainly pursue the idea. 

The CHAIRMAN. Have the gentlemen come up. 

Mr. Rivers. I would then bring forward Mr. Robert Sharp, presi- 
dent of the Southeastern Alaska Conference, which is a conference 
of chambers of commerce and other civic groups interested in surface 
transportation, Mr. Chairman. 


STATEMENT OF ROBERT E. SHARP, PRESIDENT, SOUTHEASTERN 
(ALASKA) CONFERENCE 


Mr. Swarr. Mr. Chairman, my name is Robert E. Sharp. I am 
president of the Southeastern Conference, which is composed of 20 
cities and chambers of commerce in that region of Alaska. 

If I may, I would like to submit a prepared statement and orally 
supplement it very briefly this morning, gentlemen. 

he CuarrMan, All right, sir. 
(The statement follows :) 


STATEMENT BY Rosert EH. SHARP, PRESIDENT, SOUTHEASTERN (ALASKA) CONFER- 
ENCE, IN SUPPORT OF THE PASSAGE OF H.R. 7102 (anv §. 1956), a Bri To 
AMEND THE MERCHANT MARINE ACT, 1936, FOR THE PURPOSE OF PROVIDING 
Wir RESPECT TO THE REQUIREMENTS FOR THE OPERATION OF SuBsIDY CoON- 
STRUCTED VESSELS THAT CERTAIN VESSELS SHALL BE CONSIDERED AS OPERATING 
IN FoREIGN TRADE 


The Southeastern Conference is a nonprofit association of 20 cities and cham- 
bers of commerce in southeastern Alaska organized for the purpose of improving 
transportation facilities in this region of Alaska. Its membership consists of the 
cities and towns of Haines, Douglas, Yakutat, Juneau, Sitka, Metlakatla, 
Wrangell, Ketchikan, Petersburg, Skagway, Port Chilkoot, Craig, Klawock, and 
Hydaburg and the chambers of commerce of Juneau, Sitka, Wrangell, Haines, 
Ketchikan, and Petersburg. The conference is on record in support of the 
passage of H.R. 7102 (and S. 1956). 

Southeastern Alaska is that portion of the State of Alaska lying east of the 
141st meridian and consists of a relatively narrow strip of mountainous main- 
land, together with the islands of the Alexander Archipelago lying immediately 
offshore. An intricate system of waterways cuts the region into a number of 
relatively isolated areas but these same waterways, if fully utilized, could pro- 
vide a ready avenue of access between the communities in this region and the 
balance of the State of Alaska to the north and to the other 48 mainland States 
tothe south. The entire region is dependent upon water and air transportation, 
In addition to a wealth of natural resources including its fisheries, minerals, and 
forests, the scenic attractions of the area are unequaled in North America and 
constitute a tremendously valuable resource providing transportation facilities 
can be made available to the motoring public. 

The area extends about 550 miles in a southeasterly direction from Mount 
St. Elias to Portland Canal on the south. It includes a part of the bordering 
tugged coastal mountains on the mainland and the islands of the Alexander 
Archipelago lying directly offshore to the west. From Mount St. Elias a narrow 
strip of mountains about 40 miles wide and 160 miles long connects the major 
part of this area with the peninsula forming the large land mass of the State of 
Alaska. The southeastern part, which is roughly rectangular in shape has a 
length of about 390 miles and a mean width of about 120 miles. The total land 
area is about 35,700 square miles, of which 60 percent lies on the mainland and the 
rest consists of islands lying immediately offshore. The Alexander Archipelago is 
about 300 miles long and contains hundreds of islands of which 65 exceed 4 
square miles, 15 exceed 100 square miles, and 6 exceed 1,000 square miles. These 
islands are separated from each other and from the mainland by an elaborate 
pattern of waterways. The entire southeastern area is a mountainous mass 
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intricately cut by waterways which separate the islands from each other ang 
from the mainland. Numerous spectacular fiords pierce the mainland affording 
passage deep into the coastal range. These seaways are deep, many over 4) 
feet, and have hard rocky bottoms. 

The land forms and the configuration of the mass provide one of the most 
scenic areas upon the continent. Many peaks on the mainland rise to between 
6,000 and 8,000 feet and higher, while many of the islands have peaks 4,000 feet 
or higher. On the mainland glaciers fill many of the narrow canyons and attain 
a great size in the northern part of the area. Most of the higher peaks, both on 
the mainland and on the islands, also contain glaciers. A dense forest cover 
extends from the elevation of about 2,500 feet down to the sea. The climate of 
this area is maritime in nature and is characterized by mild winters and cool 
summers. 

The economy of southeastern Alaska is dependent almost entirely upon water 
and air transportation. Because of the very rugged mountainous terrain and 
numerous islands which largely constitute this region of Alaska, construction of 
a land system of highways to connect these communities with other areas of 
Alaska and the mainland 48 States to the south is impractical, except for short 
local roads and perhaps in the future an interconnection through the major 
river valleys traversing the coastal range to British Columbia, Canada, to the 
east. The only existing land connection to regions outside of southeastern 
Alaska is one single highway from Haines north to the Alaska Highway and by 
a narrow gage railroad from Skagway to Whitehorse, Yukon Territory, Canada, 
The following is a table showing in statute-miles the distance between major 
points in Alaska and Seattle, Wash.: 














Ketchikan Juneau 
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This brief description of the geography and topography of southeastern Alaska 
has been given to show how impractical it is to build an integrated system of 
primary and secondary highways to meet the surface transportation need for 
motor vehicles and passengers. 

Water transportation to Alaska from the Puget Sound region in the State 
of Washington is normally via the inland passage. This route traverses an 
interconnected series of channels, straits, and passages existing between the 
mainland and islands to the west and extending the full distance from Puget 
Sound to Skagway. The islands serve to protect the entire route from severe 
storms which occur in the North Pacific Ocean, thus permitting navigation 
by relatively small boats throughout the year. The major communities of the 
area are served by one steamship company on a weekly scheduled freight route. 
No passengers are hauled by the steamship line. Several smaller charter 
vessels also operate a freight service but no passenger service. Four Canadian 
steamship boats operate during the summer season carrying passengers between 
points in Alaska and Canadian ports. One State-owned ferry vessel operates 
between Haines and Juneau during the summer season and has a limited capacity 
for passengers and motor vehicles. One scheduled airline transports passengers 
between Juneau and Annette Island and other points in Alaska and the other 
48 States to the south. Another scheduled airline transports passengers be- 
tween Juneau and Annette Island as well as other points in Alaska and the 
other 48 States to the south. Two local airlines on a scheduled basis transport 
passengers within the southeastern Alaska region. There are no connecting 
roads between the various communities in southeastern Alaska. 

It is quite obvious that the lack of surface transportation for motor vehicles 
and passengers between the communities and connecting this region with the 
rest of the State of Alaska and the other mainland 48 States to the south 
is a retarding factor in the growth and development of the area. It has beet 
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concluded by the Southeastern Conference that the most feasible and economical 
way to provide surface transportation for motor vehicles and passengers is by 
ferry vessels. The Southeastern Conference has proposed a ferry system con- 
necting the Haines Highway at Port Chilkoot-Haines, Alaska, with Highway 
16 at Prince Rupert, British Columbia, with intermediate ports of call at 
Skagway, Juneau, Sitka, Petersburg, Wrangell, and Ketchikan. This service, 
in effect, would be a primary route and an extension of the Haines Highway 
to not only serve the intermediate communities of the region but to connect 
with Highway 16 in British Columbia, Canada, thereby providing a connection 
to the 48 States to the south. This primary route ferry service could be sup- 
jemented with feeder ferry service to the other communities in the region. 

H.R. 7102 (and S. 1956), if enacted by Congress, would amend section 506 
of the Merchant Marine Act, 1936 (46 U.S.C. 1156) by inserting at the end 
thereof the following: 

“For the purposes of this section if the majority of the miles logged by any 
yessel during a calendar year are logged in round voyages from Alaska to 
British Columbia, Canada, such vessel shall be deemed to have been operated 
exclusively in foreign trade during such year.” Passage of this bill would permit 
the construction and operation of subsidy ferry vessels along the proposed route 
previously outlined, 

This amendment is necessary in view of the fact the ferry vessels would be 
carrying a limited number of motor vehicles and passengers only between points 
in Alaska would not be considered as operating exclusively in foreign trade, 
and would not come within the limited specified domestic service permitted by 
section 506, and, therefore, such vessels would not be eligible for construction- 
differential subsidy under the act. Such subsidy is vital to the financial feasibil- 
ity of the ferry system plan involving initially three vessels. The intra-Alaska 
service is vital to the development of the area and contributes to the financial 
feasibility of the ferry system plan. 

Although the proposed ferry system would carry intra-Alaska traffic in con- 
junction with the foreign route operation between Port Chilkoot-Haines and 
Prince Rupert, British Columbia, such intra-Alaska traffic would be relatively 
low in volume and the unique and difficult problem of the area merits an excep- 
tion to the normal application of the act and domestic service regulations. 
The proposed ferry vessel operation would not be in competition with any 
other domestic carrier because such service does not exist at this time, and 
efforts to induce operators to enter the service have proved unfruitful. 

The passage of H.R. 7102 (and S. 1956) has been urged by the American 
Municipal Association, the Alaska State Chamber of Commerce, the League 
of Alaskan Cities, and numerous fraternal organizations. The Alaska Legis- 
lature, in a memorial to the Congress enacted during its current session, has 
urged the passage of this legislation. 

The Southeastern Conference, on behalf of its member cities and chambers 
of commerce, urges the passage of H.R. 7102 (and S. 1956). 


Mr. Suarr. The region of southeastern Alaska is quite isolated 
due to the fact that it is composed of a series of offshore islands as 
well as a part of the mainland which is a portion or bordering portion 
of a coastal mountain range. The region is about 550 miles long. It 
averages 140 miles in width. It is some 35,000 square miles in size. 
There are virtually no roads in this area other than short connecting 
routes in and around developed communities. 

It is quite obvious, if there is to be surface transportation for motor 
vehicles and passengers, that there must be a ferry system. High- 
way construction is impractical. 

The Cuarrman. Let us get down to the bill itself, sir, and you can 
file this statement. 

Mr. Swarr. All right, sir. 

The CuatrmMan. You say: 

This amendment is necessary in view of the fact the ferry vessels would be 


carrying a limited number of motor vehicles and passengers only between points 
in Alaska would not be considered as operating exclusively in foreign trade * * * 


Mr. Suarp. That is correct, Mr. Chairman. 
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The Cuatrman. Is this something that has happened since Alaska 
became a State? 

Mr. Swarr. Mr. Chairman prior to statehood authority existed to 
construct and operate a ferry service under the Federal-aid highway 
program in Alaska but with statehood that authority was withdrawn 
so that now we are without authority insofar as F ederal-aid highwa 
program is concerned in Alaska. We are seeking authority through 
this amendment. 

The Cuamman, Is this a highway program or freight transpor- 
tation program ? 

Mr. Suarp. To move motor vehicles and passengers, Mr. Chairman, 
We are not interested in general freight or general cargo. Vehicles 
such as a truck that would incidentally travel over the highway could 
be accommodated on the ferry vessels we have in mind. 

The Cuarrman. All right. 

Mr. SuHarp. We are not interested in general cargo and in view 
of the fact that there will be movement between points in Alaska, for 
example between Juneau and Ketchikan, the vessels would not qualify 
under the act as now written and this amendment would classify this 
route between Alaska and British Columbia as operated exclusively in 
foreign trade, and then the vessels would be qualified for subsidy and 
loan provisions of the Merchant Marine Act of 1936. 

The volume of traffic between points within Alaska, we feel, would 
be relatively small, but it has a very important feature as far as devel- 
ing the area is concerned. 

I believe, Mr. Chairman, that that does cover the essential provisions 
of the act. 

The statement is before you for the record, and we certainly appre- 
ciate the opportunity of having been heard here this morning. 

The Cuatrman. Thank you, sir. 

Who is the next witness ? 

Mr. Rivers. The next witness is Mr. Felix Toner, consulting engi- 
neer of Juneau. 


STATEMENT OF FELIX J. TONER, CONSULTING ENGINEER, 
JUNEAU, ALASKA 


Mr. Toner. My name is Felix J. Toner, consulting engineer of 
Juneau, Alaska, and I am the vice president of the Southeastern 
Alaska Conference. 

I think that possibly, Mr. Chairman, you were concerned with the 
basic reason for the bill and, if I may, I would like to go into the de- 
tails of that. 

As Mr. Sharp stated, prior to the time that we became a State, there 
was authority under our highway legislation that would permit the 
Alaska Road Commission and a the Bureau of Public Roads to 
engage in construction and operation of ferry systems. 

We did have a very short one that operated from Haines to Juneau. 
That provided a type of service that we realized would benefit all of 
the area, and we proposed to stretch that service out. 

With the advent of statehood, financing by that means became im- 
possible. 

We then turned around and had an economic feasibility study made 
of the program by W. C. Gilman & Co. of New York to determine 
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what could be done. These people made a detailed study which is 
contained in this report which I believe has been offered for the file. 

I would offer this compilation of data with analysis and comments 
by Felix J. Toner, registered engineer, on the proposed ferry service 
for southeastern Alaska. 

The CuamrMan. We will make a reference in the record to that, but 
we will not put the full report in the record. 

Mr. Toner. I understand that, sir. 

The CuarrMan. The identification will go in the record. 

Mr. Toner. This firm of traffic consultants determined that such a 
system is economically feasible. 

Then we were faced with the problem of how to finance it. We 
knew that under the provisions of the Merchant Marine Act of 1936 
that vessels engaged in foreign trade were eligible for a construction 
subsidy to keep business in American yards. We investigated and 
we found that, so long as we operated between any point in Canada 
and any point in Alaska, a vessel in that particular operation would 
iaaligible for such construction subsidy. 

However, our problem was that we have a system that originates 
in Canada and terminates in Alaska or originates in Alaska and termi- 
nates in Canada and, in passing through Alaska, we have three, four, 
five ports of call and we want to transport people, trucks and cars 
between those ports of call. 

Under the provisions of the act, it appeared that that particular 
section might not be considered foreign trade. 

We also found out that you have a situation where coastwise trade 
on the east coast that terminates in the Far East and some phases 
of coastwise trade on the west coast that terminates in the Mediter- 
ranean and Near East, those particular runs are eligible for con- 
struction subsidy under the Merchant Marine Act of 1936. We felt 
that the amendment we proposed here would provide the type of 
coverage we want because we felt we had a similar case, we would 
engage in a certain type of coastwise trade in Alaska and terminate 
in a foreign country. That was the reason we came up with the 
amendment we now have. 

As to the volume of business with which we are concerned, in all 
probability 85 to 95 percent of it will originate in Alaska and termi- 
nate in Canada or originate in Canada and terminate in Alaska. This 
will be business that will go from a foreign country to our country 
or from our country to a foreign country. 

The intra-Alaska service will basically be a small part of the busi- 
ness, but a very important part so far as those communities are 
concerned. 

The area being serviced has only about 50,000 people in it so that 
we would not have any tremendous volume of business originating in 
that area. It will be business coming from outside of the area to that 
area or from the area to the outside. 

That is the basic reason behind our proposing this amendment to 
the Merchant Marine Act. 

If I may, I might add that this particular program is one that 
we feel, as far as the economy of Alaska is concerned and the economy 
to a certain extent of the Pacific Northwest, would have great effect. 
_We have a tremendous tourist attraction in Alaska. We feel that 
right now it is one of the industries or resources that affords us the 
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most ready possibility of development that there is. It is something 
that we ourselves can get out, promote, and build up. 

This particular service, the ferry service through the area, wil] 
enable us to bring tourists by the hundreds through the country, 

That is the basic economic background as to why we are so anxious 
to have this amendment. 

The Cuarrman. Mr. Tollefson? 

Mr. Tottzrson. The fact of statehood did not actually change this 
situation. The Merchant Marine Act was the same before statehood 
as it is now. 

Mr. Toner. That is correct, sir. 

Mr. Totierson. What has happended here is that this is an idea 
that has come along which probably started ahead of statehood! 

Mr. Toner. The idea of the ferry system originated before state. 
hood. 

In this document that I have submitted, there are reports that go 
back as far as the early forties. The North Pacific Division of the 
Corps of Engineers investigated it. 

When we became a State we lost the financing provisions under our 
road construction program. 

Prior to statehood, under our road construction program, we could 
use funds for the installation, construction, and operation of ferry 
systems but subsequent to statehood we cannot. 

Mr. Touierson. That is the question I had in mind. I am glad to 
have that answer. 

The granting of statehood took away another source of financing, 
Now you must look to construction differential subsidy, you believe, 
to help you with the ferry ? 

Mr. Tonrr. That is correct, sir; yes. 

Mr, ToutieFson. Are you thinking in terms of operating subsidy, 
too ¢ 

Mr. Toner. No, sir. We are not interested in an operating subsidy. 
The system in itself is self-liquidating. Our main concern in seeking 
this subsidy is that we can have as low a rate structure as possible, 

On the basis of Mr. Gilman’s testimony here, operating at the rate 
structure he proposed, which we. believe was a relatively high one, 
30-year bonds at 5 percent would pay off. Assuming that we had this 
subsidy, then we are able to set a lower rate structure at approximately 
60 percent of the rate structure proposed by Mr. Gilman for car and 
driver and pay off in 20 years at 5 percent. 

Mr. Totiterson. How many ferries are envisioned ? 

Mr. Toner. We are speaking in terms now of three vessels. 

Mr. TotiteFson. How big are they? 

Mr. Toner. As I recall, they are 375 or 380 feet in length, I believe 
about 56 or 68 feet, I think it is, in width, and they will be 18-knot 
ships. They would carry 100 passenger cars, 500 to 700 passengers. 
They are very similar to a vessel that was recently constructed in 
Seattle, the Cohoe, that Black Ball Transportation built. 

There are just some minor modifications to that vessel to permit 
operation in our waters where we do have a little rough conditions 
at times. 

Mr. Totierson. Speaking in general terms, what would a ferry like 
that cost ? 
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Mr. Toner. The estimates that we presently have are around $3 
million each. We feel that by the time everything proceeded on 
schedule that actually by the time we arrived at construction, it will 
be about three and a third million dollars each. We speak in terms of 
$10 million for all of the vessels. 

Mr. To.titerson. That is all, Mr. Chairman. 

The CHarrman. Mr. Downing? 

Mr. Down1na. What do you have now, Mr. Toner? 

Mr. Toner. The only form of transportation we have through our 
area is that we have a freight service that Alaska Steam provides 
that calls weekly at three of the major towns. Then it calls on a bi- 
weekly basis at a few of the other towns and calls on a monthly basis 
at some of the other communities. 

In addition to that, we have the Canadian vessel that operates from 
Vancouver, British Columbia, to Skagway, Alaska. That is pri- 
marily engaged in Canadian trade and does not touch any other port 
other than Skagway. Most of the stuff it moves is for transshipment 
by rail into the Yukon territory. 

During the summer months, we have tourist cruises. The Canadian 
National and the Canadian Pacific provide cruises into southeastern 
Alaska. ‘They have four vessels in operation. 

Also during the summer months, we have special cruises. Alaska 
Arctic Tours have two vessels under charter which they operate 
through there. They do not provide any local service. Those vessels 
will be booked a year in advance. 

If I were in Ketchikan and wanted to travel on one of those vessels 
to Juneau, it is highly improbable that I could get space. They handle 
cars only as a deckload, one or two cars at the most. 

We have air transportation. If I want to go anyplace in the south- 
east by commercial transportation, I have to go by plane. 

Mr. Down1nea. Do you have operators who are ready, willing, and 
able to undertake this venture? 

Mr. Toner. We have operators who are ready and willing and able 
to undertake it in this sense: that we have set up a private nonprofit 
cooperative throughout southeastern Alaska to operate under this sub- 
sidy should we be successful in getting such a subsidy, sir, the idea of 
that being that it is a rather tightly worded thing so that any excess 
funds that are available must be used for extension of services, reduc- 
tion of rates, and things like that, because it is a public service. 

Mr. Downtne. Thank you. 

The CHarrman. You say it is a cooperative? 

Mr. Toner. Yes, sir. 

The Cuarrman. Do you mean that they get tax exemptions? 

Mr. Toner. The basic reason for the cooperative, sir, would be that 
the State itself is quite interested in this program and, on the basis of 
our studies, it will take the first 4 years of operation before the opera- 
tion is in the black. 

Under our State constitution, it is impossible for the State to 
make any loans or to use their bonding authority to the benefit or 
help of any private individual or any private corporation but, on the 
basis of the Atcornsy General’s ruling, a private nonprofit cooperative 
is eligible for loans from the State and, in view of the fact that we 
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will be serving the whole area, the legislature has indicated that they 
will pass sich Tepisthtion, 

The Cuatrman. Counsel would like to ask a question. 

Mr. Zincxe. Mr. Toner, you stated that you had authority under 
the Public Roads Act to engage in an operation of this kind and to 
receive aid and financing prior to statehood. 

Mr. Toner. Yes, sir. 

Mr. Zincke. Why have you not sought relief by amendment of that 
law rather than by entering an entirely new field ? 

Mr. Toner. I would put it this way, if I might. I do not know of 
any time that any State has been successful in getting the ferry system 
thrown under the Federal highway aid program. e felt that this 
was a more likely approach in that the Merchant Marine Act deals 
with foreign commerce, we are going to be engaged in that, and that 
this would be the better approach for us to take, sir. 

Mr. Zrnoxe. The ferry system is to be an adjunct of your highway 
system ? 

Mr. Toner. I would put it this way. The ferry system in all hon- 
esty is basically our only highway. If, under the present legislation 
our waterways would be considered highways, which they are, our 
problem would be solved. 

The Cuarrman. Mr. Mailliard ? 

Mr. Matruiarp. I have no questions. 

The Cuarrman. Mr. Pelly? 

Mr. Petty. In the State of Washington, we have a toll bridge av- 
thority which operates ferries not only in Puget Sound but across 
to Canada. They, on the basis of similar reports that you have in 
the Gilman report, which recommend the economic feasibility, have 
been financed by the State and they do not turn to the Federal Goy- 
ernment. 

The thing that bothers me is what are you opening up here? What 
is going to happen in the new State of Hawaii? What is going to 
happen in Puerto Rico? 

Are all the States, wherever they have difficult transportation prob- 
lems, going to come in for Federal subsidy ? 

I think that is the subject to which you should address yourself 
as far as the Congress is concerned. Those are the questions we are 
going to have to answer. 

Mr. Toner. If I might answer that, sir, I would take our own case. 
This is but one of our ferry systems. We have another in the Cook 
Inlet country where we do not propose any legislation here under this 
act to try to aid that particular ferry system. 

Mr. Petiy. Does that go to Canada ? 

Mr. Toner. No, sir; that is completely within the State. We realize 
that that is our business. That is something we have to handle. _ 

In the case of Hawaii, I would say that within the State of Hawai, 
if they do not touch on a foreign country, I do not believe that they 
should be considered either. 

In the case of Puerto Rico, I believe there was a ferry system that 
operated from Key West to Puerto Rico that was financed under the 
provisions of this act. 

Our big difference is that we do not just operate between two ports. 
That is our problem. If we were to operate only from Prince Rupert 
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to Ketchikan, and that was the only run we had, we would be in 
foreign trade and would be eligible under the present act. 

Mr. Petuy. I was wondering, after reading the bill here, as to 
whether or not by stopping in Canada, the Alaska Steamship could 
qualify for subsidy under this law. 

Mr. Toner. Again, I will put itthisway. Itfthey are going to make 
these coastwise calls again they might well have to have an amend- 
ment such as this to be eligible. 

Mr. Petuy. They stop now occasionally and pick up Canadian fer- 
tilizer or other pegausts to take up to the States ? 

Mr. Toner. Yes, sir. 

Mr. Petty. I would think that Alaska Steam might be very much 
interested in getting a subsidy. 

Mr. Toner. Possibly that might be so, sir. 

Mr. Petuy. Sometime before the hearing on this bill is over, I think 
it might be well for the committee to see where the Haines ferry runs 
now presently and just what you envision in the way of a service up 
there. 

Mr. Toner. I have some maps that will show it. It is difficult to 
see at that distance, but I will do my best to illustrate. 

Mr. Petty. Maybe the chairman wants to hurry. 

The CHarrMan. We have a bill here that I think is important to 
Alaska. 

Mr. Petuy. Could I make a suggestion that you send to the mem- 
bers of the committee a mimeographed map which would just show 
exactly jrnet the ferry system would be under the operation as you 
suggest 

r. Toner. I will be very happy to do that. 

Mr. Petuy. That is all. 

The Cuarrman. The Chair would like to say that we held this 
hearing at the request of Mr. Rivers because these gentlemen were 
down here, as I understood, on some other matters and we wanted to 
give them an opportunity to testify while here. 

Mr. Rivers. Yes. 

The Cuamman. Mr. Casey ? 

Mr. Casey. I have no questions. 

The Cuarrman. Thank you very much. 

Mr. Rivers. Thank you, sir. 

Mr. Chairman, did you want to hear from one more of my witnesses 4 
I have here Mr. Richard Downing, who is the commissioner of pub- 
lic works for the State of Alaska. 

The Cuarrman. Yes, if he has a short statement to make, we will 
hear him. 

Mr. Rivers. Mr. Downing has a prepared statement which can be 
handed out. 

May we make a few comments? 

The Cuarmrman. Yes. 


STATEMENT OF RICHARD A. DOWNING, COMMISSIONER, DEPART- 
MENT OF PUBLIC WORKS, STATE OF ALASKA 


Mr, Ricuarp Downine. Mr. Chairman, gentlemen, for the record 
my name is Richard Downing, commissioner of the department of 
public works for the State of Alaska. 
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I believe, in order to save you time, that I should just make a state. 
ment that land highways in the southeastern part of Alaska are not 
only impractical but so costly that we just cannot afford to even con. 
sider them. 

This route proposed is 413 miles from Prince Rupert to Haines, 
Alaska. We have estimated that a highway to connect those two 
points will run in the neighborhood of $300 million on the conserya- 
tive side. 

Therefore, you can see that we cannot even consider a land route, 

I would be happy to answer any questions that you may have. 

Mr. Rivers. Mr. Chairman, may his written statement be made a 
part of the record ¢ 

The Cuarrman. Yes, it will be. 

(The statement follows :) 


STATE OF ALASKA DEPARTMENT OF PUBLIC WorKS ON H.R. 7102 


Mr. Chairman and honorable members of the committee, for the record, my 
name is Richard A. Downing. I am the commissioner of the department of 
public works for the State of Alaska. In this position I am charged with the 
highway, airport, and harbor development programs, as well as all other public 
works programs administered by the State of Alaska. 

I shall address myself in these few remarks to the necessity for providing a 
marine highway from the south 48 States to connect with the highway system 
of Alaska’s interior. 

Because of the sparseness of our population and the vast distances separating 
our cities, it is essential that every dollar be made to contribute the ultimate 
in returns toward extension of our transportation network, either in land, air, 
or water facilities. In this respect a marine highway connecting the Alaska 
highway system at Haines with the panhandle cities of Juneau, Sitka, Peters- 
burg, Wrangell, Ketchikan, and hence to the western terminus of the transcon- 
tinental railroads and highways at Prince Rupert, British Columbia, is as essen- 
tial to the future growth of Alaska and the development of her natural resources 
as were the Government subsidized transcontinental railroads to the development 
of the Midwestern and West Coast States of the continental United State. 

A marine highway is our only answer to the problem of providing the com- 
munication network to development of Alaska. The situation is comparable 
to the western coast of continental United States prior to the railroad com- 
pletion, when, for practical purposes, the only way to California was by ship 
around Cape Horn. In Alaska’s case, the only means of access to the interior is 
by way of the Alaska Highway, a 6-day trip by auto from Great Falls, Mont., or 
Seattle, Wash. The panhandle cities are isolated from the rest of Alaska and 
from each other by terrain which is so rugged that a land route is economically 
impossible. When we consider the cost of $3,000 per acre for clearing alone 
through the dense forests of southeastern Alaska, and highway construction costs 
ranging from $200,000 to $500,000 per mile, it is readily ascertained that the 
land route cannot compare costwise to a marine network. By direct line from 
Prince Rupert, British Columbia, to Haines, Alaska, the distance is 413 miles. 
Assuming that a land highway would have to be twice that distance in order to 
traverse around the many fjords and bays of this coastline, the cost at an 
average of $350,000 per mile for a land road connecting these two points would 
be in the neighborhood of $290 million. Compared to the cost of a ferry system 
at roughly 5 percent of the above, it is obvious that the marine route must be the 
answer. The land route, because of the heavy snowfall, would be usable only 
9 months of the year compared to the year around service provided by the 
marine highway. 

The future growth of Alaska depends upon the successful development of her 
resources. These natural resources cannot and will not become an asset to the 
United States until adequate transportation facilities are provided. The situa- 
tion is comparable to the old fable where, for lack of a horseshoe nail a kingdom 
was lost. The people of Alaska are ready and able to build the kingdom if 
someone will help them find the horseshoe nail. 

In closing I urge that this committee give favorable support to the legislation 
being considered. Alaska will return to the economy of the United States many 
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times over any investments made toward her development. You are all familiar 
with the many millions of dollars which have come out of this State from 
forest products, fisheries, fur, and minerals. This is but an indication of what 
Alaska can produce if given the opportunity. We Alaskans are proud people 
and want nothing more than to be self supporting. This marine highway will 
aid Alaska to attain her position among the Union of States as a contributing 
member, providing this new State with one of the tools so necessary to her 
eventual economic stability. 

The Carman. Counsel ? 

Mr. Zrncxe. Mr. Chairman. 

Mr. Downing, is there any reason why this appeal should not be 
directed to the Federal highway authorities rather than the Maritime 
side of the Federal Government ? 

Mr. RicHarp Down1nc. In my opinion, if we do so, it would make 
an exception under the Federal-Highway Aid Act for Alaska. 

Mr. Zincke. I call your attention to the fact that this will make 
anexception to the Merchant Marine Act. in favor of Alaska. Is there 
any distinction ? 

Mr. Petty. Would counsel yield at that point ? 

Mr. Zrncke. Yes, sir. 

Mr. Petzy. In our ferry system in the State of Washington, we take 
the position that that is, like tunnels or bridges, a part of the highway 
system, and as such we have resisted transportation tax although we 
have made it under protest. 

I think a ferry can well be considered part of a highway system. 

That is all, Mr. Chairman. 

Thank you, Mr. Zincke. 

The CHatrMAN. We have ferries in the Great Lakes running from 
the States to Canada which are not eligible, are they ? 

Mr. Tollefson ? 

Mr. Totrerson. I have just one question in connection with what 
counsel asked you. 

Have you explored the possibility of trying this other method? 
Have you talked to the Bureau of Public Roads people? 

Mr. Ricrarp Downrne. I do not believe so, sir. Both approaches 
have been explored and it was felt that the Merchant Marine Act was 
the more legical approach since it is foreign trade more or less. 

Mr. TotiEerson. But you have not talked to the Bureau of Public 
Roads people ? 

Mr. Richarp Downina. To qualify under highway aid? 

Mr. Totterson. To see if they would go along with your request to 
have an exception made even by way of legislation such as you are 
doing here ? 

Mr. Ricnarp Downtnc. No, sir; we have not. 

Mr. Torierson. That is all. 

The Cuatrman. I notice that continuously you say “marine high- 
way,” and so forth. We deal with waterborne commerce and not 
passengers on a highway, a ferry operation. 

Are there any questions? 

Thank you very much, sir. Your statement will be put in the:record. 
_Mr. Rivers. Mr. Chairman, may I offer now for the record a resolu- 
tion from the Alaska Legislature entitled “Senate Joint Memorial No. 
30,” in suport of the pending legislation, with a letter of transmittal 
from the secretary of state, addressed to me? 

The Crarrman. That will be put in the record. 
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(The documents follow :) 
Strate or ALAasKa, 
Juneau, February 24, 1960. 
Hon. RaLpu J. RIVERS, 
House of Representatives, 
Washington, D.C. 
Dear Mr. Rivers: At the request of the Legislature of the State of Alaska, 
I have the honor to transmit to you a certified copy of senate joint memoria} 
No. 30, respectfully urging that the Congress of the United States at its present 
session pass 8. 1956 and 8. 2661 thereby making available a method of financing 
the ferry system for southeastern Alaska. 
Sincerely yours, 
Hueu J. WanvzE, Secretary of State, 


In the Senate. By Senators Smith, Bradshaw, Stewart, Nolan, and Peratrovich 
SENATE JOINT MEMORIAL No. 30 
IN THE LEGISLATURE OF THE STATE OF ALASKA 
First Legislature, Second Session 


To the Honorable Dwight D. Eisenhower, President of the United States; 
the Honorable Richard M. Nixon, President of the Senate; the Honorable Sam 
Rayburn, Speaker of the House of Representatives ; the Honorable BH. L. Bartlett 
and the Honorable Ernest Gruening, Senators from Alaska; and the Honorable 
Ralph J. Rivers, Representative from Alaska: 

Your memorialist, the Legislature of the State of Alaska in first legislature, 
second session assembled, respectfully represents that— 

Whereas the southeastern region of Alaska has no connecting roads or high- 
ways; and 

Whereas communities in this area of Alaska are located along the coastal 
areas and on offshore islands making the construction of roads uneconomical 
and in some cases impractical ; and 

Whereas the most feasible way to provide surface transportation in this 
area of Alaska is the initiation of a ferry system between the terminus of the 
Haines Highway at Haines, Alaska, and the terminus of Highway 16 at Prince 
Rupert, British Columbia, thereby connecting these two roads and providing 
surface transportation to the intermediate communities; and 

Whereas no method of financing is available under existing laws relating to 
highway and ferry vessel construction; and 

Whereas there has been introduced in the Congress S. 1956 to amend the 
Merchant Marine Act of 1936 to classify the aforementioned ferry run as “foreign 
trade,” thereby qualifying the ferry vessels engaged in such trade for con- 
struction subsidy and loans under the Merchant Marine Act of 1936, and S. 2661, 
to amend Federal-aid highway acts to permit the participation of Federal-aid 
highway funds in the construction of approach roads to ferry facilities; 

Now, therefore, your memorialist respectfully urges that the Congress of the 
United States at its present session pass S. 1956 and S. 2661 thereby making avail- 
able a method of financing the ferry system for southeastern Alaska. 

Passed the senate, February 4, 1960. 

Wiri1iaM BD. BELTz 
President of the Senate. 

Attest: 

KATHERINE T.. ALEXANDER, 
Secretary of the Senate. 

Passed by the house February 17, 1960. 

WARREN A. TAYLOR, 
Speaker of the House. 

Attest: 

ESTHER REED, 
Chief Clerk of the House. 

Certified true, full, and correct: 

KATHERINE T, ALEXANDER, 
Secretary of the Senate. 
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Mr. Rivers. May I ask for the privilege of submitting a written 
statement within the next few days for inclusion in the record at this 

int ? 

The CHAIRMAN. Yes. 

(The statement follows :) 


SUPPLEMENT TO TESTIMONY SUBMITTED BY HoN. RaLPu J. Rivers to THE HOUSE 
SUBCOMMITTEE ON MERCHANT MARINE ON MARcH 1, 1960, In Support or H.R. 
7102 


Mr. Chairman, at the conclusion of the above-referenced proceedings on March 
1, I asked for and was granted the privilege of submitting an additional state- 
ment in writing for inclusion in the record. The purpose was to complete the 
record with testimony answering objections to the bill interposed by a spokes- 
man for the Department of Commerce and as noted from the remarks of members 
of the subcommittee and to reemphasize the importance of solving southeastern 
Alaska’s surface transportation problem by waterborne car ferries which, oper- 
ating between Prince Rupert and southeastern Alaska might conceivably be made 
eligible for construction under the ship construction subsidy provisions of the 
Merchant Marine Act of 1936. 

Through the process of joint deliberations on March 3 the Alaska witnesses 
prepared the memorandum attached hereto setting forth the answers to the 
objections mentioned in paragraphs No. 1 through 5 and signed by Richard A. 
Downing, Robert E. Sharp, Felix Toner, and Ralph J. Rivers. Said memorandum 
is attached hereto as part of this supplemental presentation for inclusion in the 
record. 

Again I wish to thank you, Mr. Chairman, and members of the subcommittee 
for scheduling the hearing on H.R. 7102, and for your understanding considera- 
tion of southeastern Alaska’s No. 1 problem. 

Dated at Washington, D.C., this 4th day of March 1960. 

RALPH J. RIVERS, 
Member of Congress. 


MEMORANDUM SUBMITTED IN SupPortT oF H.R. 7102 


1, Purpose of memorandum: The writers of this memorandum testified on 
March 1, 1960, on behalf of H.R. 7102. As public officials and residents of 
southeastern Alaska, we believe that the future of our area depends upon more 
adequate surface transportation facilities that will end the isolation of the 
area’s communities. No feasible surface transportation route for movement 
of vehicles and persons can be developed except the water route we outlined 
to the Subcommittee on Merchant Marine on March 1. The opportunity to 
testify was deeply appreciated. The purpose of this memorandum is to answer 
the objections raised to H.R. 7102, a bill that is vital to the future of our 
region. 

2. The first objection: That the vessels which would be built with construction 
subsidies under H.R. 7102 might be used outside of the proposed Alaska-Canada 
ferry route, and in competition with other carriers. 

Answer to the first objection: An all-year ferry service is contemplated, serving 
the route between Haines, Alaska, and Prince Rupert, British Columbia, in- 
cluding intermediate ports in Alaska. The congressional sponsor of H.R. 7102, 
and supporters of the bill in Alaska, would cheerfully agree to amendatory lan- 
guage guaranteeing that the vessels contemplated under the bill would operate 
only along the proposed route. In fact, the vessels contemplated are designed 
to meet with efficiency the requirements of this route. There is no intention, 
and there has never been the intention, to operate these vessels elsewhere than 
on the Alaska-British Columbia route. 

3. The second objection: Passage of the bill might allow a subsidized opera- 
tion to compete with a nonsubsidized operation. 

Answer to the second objection: (a@) Except for a short-season Canadian 
operation, concentrating its service in round trip passage between Canada and 
Alaska, there is no existing passenger service. This operation can haul vehicles 
as cargo, with limited space available. Approximately two round trips are made 
each week between Vancouver and Alaska points, during the summer tourist 
season Only. Bookings for space must generally be made months in advance. 
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(b) Testimony was offered on behalf of the Alaska Steamship Co., principal 
cargo carrier in the Alaska trade, in support of H.R. 7102 and its counterpart 
in the Senate. This testimony was presented by Mr. Henry Clark, vice ppregj- 
dent of the Alaska Steamship Co., before the Senate Committee on Interstate 
and Foreign Commerce, at hearings in Juneau, Alaska, in October 1959, 

That H.R. 7102 should receive support from steamship officials who know the 
Alaska trade is not surprising, because— 

Passage of the bill would increase the economic importance of Alaska 
and the Pacific Northwest in general; 

Under H.R. 7102, any carrier or prospective carrier would apply for the 
construction subsidy pursuant to the Merchant Marine Act of. 1936, for 
service in the route outlined; 

The proposed operation would concentrate on taking people, their vehicles, 
and cargo in self-propelled vehicles only, between points in southeastern 
Alaska and Prince Rupert. The contemplated service supplements, but 
does not conflict with, existing service. 

4. The third objection: That passage of H.R. 7102 would establish a precedent, 

Answer to the third objection: The real issue, of course, is whether the “prece- 
dent” is good or bad. We note that H.R. 7102 would establish no precedent 
affecting the Constitution of the United States. H.R. 7102 would provide no 
special treatment in any Federal-State national program or relationship. It is 
doubtful whether any other State would desire to claim H.R. 7102 as a precedent 
for legislation affecting international transportation including points within 
its borders. In any event, it is certain that no other area in the United States 
has the problems of southeastern Alaska: 

No feasible land surface route; 

Virtual isolation of each community from every other community, except 
by air routes; 

Geographical situation along a proposed international water route; 

Impossibility of solving the problem through bridges or tunnels. 

5. The fourth objection: That the problem of community isolation should be 
solved by amendment to the Federal-aid highway program, notwithstanding the 
fact that land routes between southeastern Alaska communities are not feasible, 

Answer to the fourth objection: Alaskans and Federal Government officials 
have explored this possibility. Action taken by Congress, upon recommendation 
from the executive departments, in passage of the Alaska Omnibus Act (86th 
Cong. 1st, sess.), indicates that special treatment for any State in Federal grant- 
in-aid programs has constitutional and policy objections not presented by HLR. 
7102. The legislative history of the Alaska Omnibus Act indicates that Congress 
and the administration recognized the special problems of the noncontiguous 
States, but believed these problems should be solved through legislation that 
does not create exceptions to national grant-in-aid programs establishing Federal- 
State relationships. 

But even if there were general agreement that the Federal-aid highway pro- 
gram could be amended to allow use of highway funds for ferry construction, 
the result would be to compel operation of the ferry as a State enterprise, instead 
of as a private enterprise on a franchise basis. A second consequence would be 
elimination of the proposed rate structure, since the highway program bars 
eonstruction of toll highways with Federal-aid highway funds. It can readily 
be seen that several policy objections supplement the constitutional objection to 
the highway aid program “alternative.” 

In conclusion: We appreciate the consideration of H.R. 7102 by the committee 
and the subcommittee, and we are gratified by the interest in the problems with 
which H.R. 7102 can cope. We hope that this memorandum, together with the 
attached statement of economic justification and map of the area affected, 
will be helpful to members of the committee and staff. 

Respectfully submitted. 

RicHarp A. DowNINaG, 
Commissioner of Public Works, State of Alaska. 
Rosert E. SHARP, 
President, Southeastern Conference. 
Feirx J. Toner, 
Vice President, Southeastern Conference. 
RatpeH J. RIVERS, 
U.S. Representative, Alaska. 
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MEMORANDUM SUBMITTED IN Support or H.R. 7102 
PROPOSED FERRY SYSTEM FOR SOUTHEASTERN ALASKA 


The attached map of Alaska indicates the area of service of the proposed ferry 
system. The ferry system is confined to the southeastern portion of Alaska. 
The routing is indicated in two ways. First the “main line” of the service is 
shown by a heavy dashed line from Prince Rupert, British Columbia, to Haines- 
Skagway, Alaska. This section of the service is also indicated with appropriate 
lettering on the map. Second, the service to Sitka is indicated by a heavy dotted 
line from Juneau to Sitka. At present it is proposed to service only the major 
communities in southeastern Alaska with the ferry system. At a later date 
it is proposed that smaller vessels will be used to provide service to the other 
communities of the area. 

The three vessels proposed for use on the service would be specifically designed 
for the service. They would have a capacity of 100 passenger cars and 500 to 
700 passengers. They would be designed for a service speed of 18 knots. 
Basically, they would be similar to vessels currently providing service in the 
Puget Sound area and British Columbia with such modification as would be 
required for the service proposed. Passenger accommodations would be of the 
reclining-chair type presently used by the commercial airlines. Necessary rest- 
room and restaurant facilities would be provided. Stopover. privileges at the 
various ports of call would be permitted. The combination of the stopover 
privilege, the proposed high speed of the vessels, the type of seating accommoda- 
tions and other passenger-service facilities would insure the comfort of: the 
traveling public. 

The estimated total cost of the proposed vessels is $10 million. This is based 
upon an individual vessel cost of $314 million per vessel. 

Feasibility studies conducted by W. A. Gilman & Co., under eontract with the 
Bureau of Public Roads, have indicated that such a system is economically 
feasible based upon a 30-year amortization program with a 5-percent interest 
rate. The Gilman report was developed during the period 1957 and early 1958. 
Since that time Alaska has experienced a considerable growth in tourist travel 
and the firm has recently indicated that their estimates of income should be 
revised upward to reflect a greater growth in tourism than they had anticipated. 
The Gilman feasibility study was based upon a total capital investment of 
$16,500,000 for the complete installation of the system, including the vessels’ 
necessary access roads, ferry approaches, working capital, and material inven- 
tory. Any program which reduces the capital investment in vessels, such as 
proposed under H.R. 7102, very materially increases the economic feasibility of 
the proposed service and will permit a reduction in the fare structure to make 
travel by this routing approach that of normal car travel on public highways. 

As an example, the fare structure proposed for the ordinary passenger vehicle 
and driver under the rate structure proposed by Gilman & Co. is $196.50, or 
approximately 45 cents per mile to travel from Prince Rupert to Haines, Alaska 
(between the two existing highway terminal points). With the aid of the 
subsidy that would be available under the provisions of H.R. 7102, this fare 
structure can be reduced to $125 or 28 cents per mile for car and driver. This 
latter rate structure is very close to those in effect on similar ferry operations 
in the continental United States. 

STATE OF ALASKA, 

By Ricuarp A. DOWNING. 
SOUTHEASTERN CONFERENCE, 

By Rosert E. SHaArp, President. 

By Fevix J. Toner, Vice President. 


The Cuarrman. Thank you very much. 


STATEMENT OF WALTER C. FORD, DEPUTY MARITIME ADMIN- 


ISTRATOR, MARITIME ADMINISTRATION, DEPARTMENT OF 
COMMERCE 


Admiral Forp, Mr. Chairman, section 506 of the Merchant Marine 
Act, 1936, as amended (46 U.S.C. 1156), now requires generally that 
vessels for which a construction-differential subsidy has been paid be 
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operated exclusively in the foreign trade of the United States. On 
such voyages certain specified limited intercoastal or offshore domestic 
trade may be engaged in; permission may also be granted for transfer 
of a vessel to ope1 ration in domestic commerce for temporary periods, 
However, in all cases where any domestic trade is allowed a propor. 
tionate amount of construction-differential subsidy must be repaid 
to the United States. 

H.R. 7102 would amend section 506 by inserting at the end thereof 
the following: 

For the purposes of this section if the majority of the miles logged by any vesge] 
during a calendar year are logged in round voyages from Alaska to British 
Columbia, Canada, such vessel shall be deemed to have been operated exclusively 
in foreign trade during such year. 

Under this bill, if a vessel built with construction-differential sub- 
sidy logs a majority of its miles during a calendar year between 
Alaska and British Columbia, it would be free during the rest of the 
year to engage in domestic trade of any type w ithout repayment of 
any construction-differential subsidy. Furthermore, since section 
905(a) of the Merchant Marine Act, 1936, defines “foreign trade” 
for the purposes of the act as meaning “trade between the United 
States, its territories or possessions, or the District of Columbia, and 
a foreign country,” the bill would also enable such a vessel to log 
up to half its mileage in trade between foreign countries. 

Present law provides that, except upon repayment of subsidy in 
certain specifically authorized cases, a vessel built with construction- 
differential subsidy may engage only in foreign commerce of the 
United States. With this limited exception U.S. domestic trade is 
reserved exclusively for vessels built without the aid of subsidy. How- 
ever, under H.R. 7102 domestic operators who have not received sub- 
sidy and who have paid full prices for their ships would be faced with 
competition from ships which have been built with the aid of con- 
struction-differential subsidy and for which their owners have paid 
substantially less than the full shipyard price. Section 506 is specifi- 
cally designed to prevent this type of unfair competition. 

The bill would constitute a major departure from the basic prin- 
ciples undrelying the award of construction-differential subsidy under 
the Merchant Marine Act, 1936. This Department is not aware of 
any special circumstances which would justify such a departure. 

The Department therefore recommends against the enactment of 
H.R. 7102. 

The Bureau of the Budget has advised that there would be no ob- 
jection to the submission of this statement to the committee. 

The CuairMan. Have you any questions, Mr. Downing ? 

Mr. Downrne. I have no questions. 

The Cuarrman. Mr. Tollefson ? 

Mr. Totzerson. I have no questions. 

The Cuarrman. Mr. Mailliard? 

Mr. Marnurarp. I have no questions. 

The Cuarrman. Mr. Casey? 

Mr. Casey. I have no questions. 

The CHatrMan, Mr. Pelly? ; 

Mr. Petuy. Admiral Ford, as I understand this bill, it would permit 
a competitor to construct a ferry similar to the one which was just 
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mentioned, the ferry company which runs from Port Angeles to Vic- 
toria in competition to the new one which has just been built and get 
subsidy and the result would be discrimination as far as costs rot 

Admiral Forpv. Yes. I think you are referring to the Black Ball 
Ferry Co. 

Mr. Petty. I think they came to you and tried to get subsidy. 

Admiral Forp. They were denied subsidy under the law. They did 
receive title XI assistance, as I recall. 

Mr. Pewiy. I think also the W: ashington State ferry toll bridge sys- 
tem could use this proposed law as a basis of building a new ferry and 
get construction subsidy to run their ferry across to Victoria, British 
Columbia. They have one operating now. 

Admiral Foro. With this amendment, I would think they could. 

Mr. Petiy. There must be similar situations on the Great Lakes, 
and I would feel that this might be Pandora’s box which we would be 
opening up, whereas maybe the Federal highw ay system would look 
on a ferry asa part of a highw: ay system and the State could get assist- 
ance on that basis. 

I assume that the Merchants Co-op of Ketchikan might utilize this 
proposed law in some way to get a new boat maybe to come in and 
meet the Coast Guard specifications. 

Maybe we should look favorably on that. 

I am very sympathetic to the problem because I think Alaska does 
need a tourist business and this ferry system would be a very fine thing 
for them, but I am afr . that it might be a dangerous toe in the door 
for other construction. I do not know whether I could support it. 

That is all, Mr. Chairman. 

The Cramman. Are there any further questions? 

Mr. Rivers. Mr. Chairman, may I ask Mr. Ford a question ? 

The CHatrMan. Yes, sir. 

Mr. Rivers. I would like to ask whether you have thought of any 
amendatory language which would prevent these ferries from operat- 
ing during the offseason in any other trade, and would that remove 
part of your objection ? 

Admiral Forp. I do not believe so. It is a matter of principle. If 
you deny it to someone else, you have to deny it to everyone. 

For instance, as I cudenitodd the problem, it is a question of operat- 
ing between Alaskan ports. Well, asa matter of principle, a Canadian 
ferry would be denied this privilege whereas you would not by virtue 
of our domestic restrictions. 

Mr. Rivers. One of my witnesses stated that the bulk of this traffic 
would be foreign commerce because the travel would be between Brit- 
ish Columbia at Prince Rupert and various points in southeastern 
Alaska. 

The intra-Alaska part of it would be a minor part. 

Admiral Forp. If you could eliminate the minor part, then you 
would be eligible under the law. 

Mr. Rivers. I am saying that in terms of volume of traffic it would 
be a minor part, but we still have to solve our problem by serving all 
those communities. 

Our problem is that we have a situation that is rather unique. Some- 
where within the structure of our Government there has to be a way 
to solve something that comes up that is a little different than we have 
ever had before. We cannot be bound forever. 
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Admiral Forp. Mr. Rivers, your problem is not unique in the domes. 
tic trade. This is the problem that faces every domestic operator, the 
one of economic feasibility, and this particular committee has hear- 
ings scheduled on this problem for the future and we feel in Maritime 
that whatever legislation is passed should be for the benefit of everyone 
and not exclusively for one particular operator or one particular 
operation. 

Mr. Rivers. Our problem is unique in that it is primarily neces- 
sary as part of a primary transportation system. I know there are 
other ferry systems. 

Mr. Chairman, thank you. 

Mr. Casry. Mr. Chairman, may I ask one question ? 

The CHarmman, Yes. 

Mr. Casey. Admiral, do we have ships operating from California 
to Hawaii that are subsidized ? 

Admiral Forp. In some instances, I believe that we do. 

Mr. Casey. Are they entitled to a subsidy now since Hawaii is a 
State ? 

Admiral Forp. They are not subsidized in that operation. 

The Cuarrman. That operation is excluded from their subsidy ? 

Admiral Forp. That is right. They are subsidized lines, as I un- 
derstood your question, but the operation is not subsidized. 

The Cuarman. How about the construction ? 

Admiral Forp. They are required to refund a proportionate part 
of the construction subsidy when they use the ships in that trade. 

The Cuarrman. Under this bill would they required to make 
any refund of part of the construction subsidy ? 

Admiral Forp. Under this bill, no. As I understand it, the way 
this bill is worded it is to avoid the refund of the construction subsidy 
when the ship is used in purely domestic trade. 

The Cuatrman. This would be applicable, therefore, to any State 
that operates ferries, would it not? 

Admiral Forp. Yes, sir. 

Mr. Rivers. Mr. Chairman, you mean if comparable legislation 
were enacted for other States. The wording of this bill applies only 
to Alaska. 

The Cuarrman. We are not here to legislate for one particular 
State. We are here to legislate for the whole country. 

Mr. Rivers. Maybe it would be a good idea to solve some of these 
problems in transportation. 

The Cuarrman. Do you have any questions? , 

Mr. Zincxr. Admiral, is it not a fact that in the subsidy provisions 
of the Merchant Marine Act, the necessity for subsidy is based upon 
the existence of foreign competition at cheaper rates? 

Admiral Forp. That is correct. 

The Cuairman. Under this particular set of circumstances, there 
no possibility of foreign competition, is there? 

Admiral Forp. Not between Alaskan ports. 

The Cuarmman. And under the circumstances, the enactment of 
this bill would represent a radical departure from the basic theory 
of the Merchant Marine Act of 1936 

Admiral Forp. Yes, sir. 

Mr. Rivers. Thank you, Mr. Chairman. 

The Cruatrman. Are there any further questions? 
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Thank you very much, Admiral Ford. 

The committee will now hear witnesses on H.R. 9599, a bill to pro- 
yide transportation on Canadian vessels between ports in southeastern 
Alaska, and between Hyder, Alaska, and other points in southeastern 
Alaska, and between Hyder, Alaska, and other points in the United 
States outside Alaska, either directly or via a foreign port, or for any 
part of the transportation. 

(H.R. 9599 follows:) 


[H.R. 9599, 86th Cong., 2d sess.] 


A BILL To provide transportation on Canadian vessels between ports in southeastern 
Alaska, and between Hyder, Alaska, and other points in southeastern Alaska, and be- 
tween Hyder, Alaska, and other points in the United States outside Alaska, either 
directly or via a foreign port, or for any part of the transportation 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, until June 30, 1961, notwithstanding 
the provisions of law of the United States restricting to vessels of the United 
States the transportation of passengers and merchandise direcly or indirectly 
from any port in the United States to another port of the United States, passen- 
gers may be transported on Canadian vessels between ports in southeastern 
Alaska, and passengers and merchandise may be transported on Canadian 
vessels between Hyder, Alaska, and other points in southeastern Alaska, and 
between Hyder, Alaska, and other points in the United States outside Alaska, 
either directly or via a foreign port, or for any part of the transportation, unless 
the Secretary of Commerce determines that United States-flag service is avail- 
able to provide such transportation. 

The Cuarrman. This bill comes up annually. I think this is about 
the 8th year that we have handled this bill. I had hoped that some- 
thing would be done to extend it over more than 1 year. 

What is the position of the Maritime on this bill ? 

Admiral Forp. We favor the legislation, sir. I have a statement 
to file for the record. 

The CuarrmMan,. I would like to hear your statement. 

Admiral Forp. The bill provides that until June 30, 1961, notwith- 
standing the statutes restricting to U.S.-flag vessels built in the United 
States and owned by citizens of the United States, the transportation 
of passengers and merchandise from any port in the United States 
to another port of the United States (46 U.S.C. 289, 885), passengers 
may be transported on Canadian vessels between ports in southeastern 
Alaska, and passengers and merchandise may be transported on 
Canadian vessels between Hyder, Alaska, and other parts in the south- 
eastern Alaska or ports of other States of the United States, either 
directly or via a foreign port, or for any part of the transportation, 
mom the Secretary of Commerce determines that U.S.-flag service is 
wailable to provide such transportation. 
~The Department recommends favorable consideration of the bill. 
Similar legislation was enacted in July 1959 (Public Law 86-126, 
Stat. 272), but the waiver therein authorized will expire June 30, 
1960, Legislation of a corresponding nature has been enacted an- 
nually since 1949. 

We do not have official information indicating the extent to which 
Canadian vessels have availed themselves of the waiver of the coast- 
wise law for this area in the past, but it is our understanding that the 
service rendered has been very limited. So far there has been no re- 
quest or offer from a U.S.-flag company to render a service to this 
area. Failure to extend the waiver would deprive the Alaskan locali- 
ties concerned of needed shipping services. 
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This Department does not favor a waiver of the coastwise laws that 
would tend to break down the congressional policy y of establishing an 
American merchant marine of citizen-owned vessels serving U.S. ports, 
The law as enacted in 1959 (Public Law 86-126), so limited the waiver 
that, if the Secretary of Commerce determines that U.S.-flag servicg 
would be available, the waiver would then be terminated. This limita- 
tion of the waiver is provided in H.R. 9599, and is considered by the 
Department to be of primary import ince in " recommending favorable 
consideration of the bill. 

The Cratrman. Do you have any questions, Mr. Downing? 

Mr. Downtne. I have no questions. 

The CHatrman. Mr. Tollefson ? 

Mr. Totierson. This bill has the same wording as the bill last year 
and the year before that ? 

Admiral Forp. Yes, sir. 

Mr. Totzierson. That is all, Mr. Chairman. 

The CHamman. Have you questions, Mr. Casey ? 

Mr. Casry. Admiral, this has been going on since 1949? 

Admiral Forp. Yes, sir. 

Mr. Casry. As long as we allow the Canadian vessels to perform the 
service, is that going to discourage the American vessels from getting 
in there? 

Admiral Forp. There have been no American companies which have 
interested themselves in this service up to now, and, at such time as 
an American operator did indicate an interest and got into service, 
the Secretary of Commerce could determine that this waiver was no 
longer applicable. 

Mr. Casey. Is this not the very foreign competition that the sub- 
sidy is supposed to overcome ? 

Admiral Forp. Yes, it is; but lacking any other service in the area, 
we see no objection to permitting them to operate. 

Mr. Petry. Will the gentleman yield? 

Mr. Casry. Surely. 

Mr. Petry. I do not see that the subsidy is affected as far as this 
is concerned. The law is just to prevent foreign vessels carrying pas- 
sengers and this is just an exemption granted because there is no 
American vessel that wants to or can prov ide the service. 

T do not think the subsidy enters into it. 

Mr. Casey. How much business do you think an American vessel 
would get, Mr. I ely, if they went in there and had to operate at a 
higher rate a had to jump the rates from what the Canadian vessel 
has been paying? 

Mr. Petty. Any time the American vessel wanted this service they 
could so indicate and immediately under the terms of this law, the 
Secretary of Commerce would cancel the authority and they could 
operate. 

There are ships which Alaska Steamship operates but there is not 
enough business to warrant sending their ships in. 

Mr. Casry. As I understand it, most of the business is from Canada 
to Alaska to two major points. 

Am T right, Mr. Rivers? 
Mr. Rivers. That would be the case. 
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Mr. Casey. You could not stop them from operating there, could 
you ! 

" Mr. Petty. The Canadian service really is to parts of Canada that 
cannot be served otherwise. As I understand, they would have to go 
through Skagway and there is a railroad there that runs back into 
Canada, so that they are carrying really Canadian goods that go 
through more or less in bond and on the way they can serve these 
other ports. 

Mr. Casry. That is what this waiver allows them to do now, is to 
serve the other ports. 

Mr. Petty. Yes. 

Mr. Casey. But you do not need the waiver if they ply between two 
major points, one in Canada and one in Alaska. If that is where the 
good trade is, you are not going to have an American ship coming in 
there w ith them still skimming off the cream. 

That is the purpose of this first bill is to allow someone to get in 
there and not only get that cream but to also get the service in the 
intercoastal trade. 

Mr. Rivers. Mr. Chairman, if I may respond to Mr. Casey, there is 
no vast amount of traflic now between Prince Rupert, British Colum- 
bia, and Alaska because there is no such car ferry service as we were 
proposing in the previous bill. 

As Mr. Pelly said, the Alaska Steam at one time carried the pas- 
sengers between Seattle and Alaska and between Alaska ports. When 
they dropped the passenger service, there was no other passenger serv- 
ice available whatsoever except by the Canadians who came up from 
Vancouver, British Columbia, through the southeastern inland water- 
way to Sk aorw ay. 

The Canadian vessels carry much freight for the Yukon territory 
which is part of Canada and which goes through Skagw: ay to a con- 
necting railroad which is a ¢ ‘anadian railroad, but that is not com- 
peting with our own carriers as far as hauling cargo to Alaska is 
concerned. This exemption would not constitute competition with 
our carriers now as far as passengers are concerned, because there is no 
service for passengers by American waterborne vessels. 

We want this exemption. It has been going on since 1949, ever since 
the Alaska Steamship Co. discontinued passenger service to serve 
Hydaburg, Alaska, and to allow passengers to go from one point to 
another on Canadian vessels because it is not in competition with 
American-flag ships. 

We only w ‘ant this as an interim measure until one of our lines sees 
fit to come in to render the service. At that time this will be canceled 
and there will be no further activity in that line by the Canadian 
vessels, 

Mr. Casry. The point I am making is that you are going to have 
this interim measure until an American vessel gets up there and can 
render the service to all that southeastern section along with picking 
up some of this business the Canadians are carrying now. 

The Cuarrman. You had American ships there that ceased operat- 
ing. This exemption was made so that this line could serve the area 
from which the American ships withdrew. 

Mr. Casey. Why did they withdraw? 
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The CHatrmMan. I would rather have someone else answer that. 

Mr. Petty. Would the gentleman yield ? 

The Alaska Steamship Co. could not compete on carrying a pas- 
senger from the United States to Alaska because of the competition 
from subsidized air service. 

We hope that the hydrofoil will operate there and that then it. will 
be economically feasible. 

Mr. Casry. You have the airlines subsidized but the waterways 
not, is that correct ? 

Mr. Petty. That is correct. 

The Cuatrman. Mr. Zincke ? 

Mr. Zrncxe. Do you have any estimate of the amount of business 
carried on these vessels per year, Admiral ? 

Admiral Forp. I could furnish that for the record, but I do not 
have that information. 

Mr. Sullivan, our operations officer, says we have no information on 
this particular trade. 

The Cuatrman. Are there any further questions? 

The committee will go into executive session. 

(Whereupon, at 11 a.m., the committee proceeded in executive 
session. ) 

(The following was furnished for insertion :) 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D.C., February 16, 1960. 
Hon. HEerBert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


Dear Mr. Bonner: The American Merchant Marine Institute, an organization 
representing a preponderance of American-flag shipping, wishes to express its 
concern with respect to the enactment of the legislative proposal embodied in 
H.R. 9599, which has been referred to your committee for consideration. This 
bill would extend for another year—until June 30, 1961—the temporary per- 
mission for Canadian vessels to transport merchandise and passengers between 
Alaskan ports and continental U.S. ports. 

The institute continues to oppose in principle the enactment of any legislation 
permitting a departure from the historic policy of the United States to reserve 
its coastwise trade to its own vessels. Such reservation has proven to be one 
of the major factors in the creation and maintenance of the American merchant 
marine. It is our position that any relaxation of this reservation will inevitably 
add to the problems of continuing the development and modernization of our 
fleet. 

Whether or not circumstances justify the granting of permission to Canadiin 
vessels to carry passenger and merchandise, as proposed by the bill, is for your 
committee to judge. The institute cannot, of course, and does not favor allow- 
ing continuation of conditions in regard to water transportation services which 
create undue hardships for shippers in the United States and Alaska. 

The American Merchant Marine Institute asks that if your committee, after 
due consideration, determines that any extension is warranted, it be limited to 
1 year, as provided by the pending legislation. We wish to point out, however, 
that each successive permission of this nature establishes a basis for further 
waivers. 

It is respectfully requested that this letter be incorporated in the record of 
this bill. 

Very truly yours, 
ALVIN SHaAprIRO, Vice President. 
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PaciFIic AMERICAN STEAMSHIP ASSOCIATION, 
Washington, D.C., February 8, 1960. 
Subject: H.R. 9599—Temporary legislation to provide transportation on Ca- 
nadian vessels between ports in Alaska and continental United States. 
Hon. HERBERT C. BONNER, 
Chairman, House Merchant Marine and Fisheries Committee, 
House Office Building, Washington, D.C. 

Deak Mr. CHAIRMAN: The Pacific American Steamship Association is a trade 
association representing a large majority of the American-flag steamship com- 
panies serving the Pacific coast, and as such we are interested in the above 
subject legislation. 

Although we are opposed in principle to any waiver of the provisions of law 
restricting to vessels of U.S. registry the transportation of passengers and 
merchandise directly or indirectly from any port in the United States to another 
port in the United States, we find that there is no alternative with respect to 
transportation involving Hyder, Alaska. We therefore are not opposed to this 
legislation, so long as the waiver is limited to a maximum of 1 year. 

It is respectfully requested that this letter be made a part of the official record 
on this legislation. 

Very truly yours, 
J. MONROE SULLIVAN. 
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FRIDAY, JUNE 10, 1960 


Hovuss oF REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MarIng, 
OF THE COMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 


The subcommittee met, pursuant to call, room 219, Old House Office 
Building, the Honorable Herbert C. Bonner (chairman) presiding. 

Mr. Bonner. The committee will come to order. 

We meet this morning to consider H.R. 11199 and a companion bill, 
H.R. 11163. Identical bills were also introduced and are pending 
before the committee as follows: H.R. 11814 by George P. Miller and 
HLR. 12096 by Mr. Shelley. 

(H.R. 11199 follows :) 


(H.R. 11199, 86th Cong., 2d sess.] 


A BILL To further amend the shipping laws to prohibit operation in the coastwise trade 
of a rebuilt vessel unless the entire rebuilding is effected within the United States, and 
for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the second proviso of section 27 of the 
Merchant Marine Act, 1920, as amended (U.S.C. 1958 edition, title 46, sec. 883), is 
amended to read as follows: “Provided further, That no vessel of more than five 
hundred gross tons which has acquired the lawful right to engage in the coast- 
wise trade, by virtue of having been built in or documented under the laws of the 
United States, and which has later been rebuilt, shall have the right thereafter 
to engage in the coastwise trade, unless the entire rebuilding, including the 
construction of any major components of the hull or superstructure of the vessel, 
is effected within the United States, its territories (not including trust terri- 
tories), or its possessions :’’. 

Sec. 2. The first sentence of section 2 of the Act of July 14, 1956 (U.S.C., 1958 
edition, title 46, sec. 883a), is amended to read: “If any vessel of more than 
five hundred gross tons documented under the laws of the United States, or Jast 
documented under such laws, is rebuilt and any part of the rebuilding, includ- 
ing the construction of major components of the hull and superstructure of the 
vessel, is not effected within the United States, its territories (not including 
trust territories), or its possessions, a report of the circumstances of such re- 
building shall be made to the Secretary of the Treasury, upon the first arrival of 
the vessel thereafter at a port within the customs territory of the United States, 
if rebuilt outside the United States, its territories (not including trust terri- 
tories), or its possessions, or, in any other case, upon completion of the rebuild- 
ing, in accordance with such regulations as the Secretary may prescribe.” 

Sec. 3. The Secretary of the Treasury shall prescribe such regulations as may 
be necessary to carry out the purposes of this Act. 

Sec. 4. This Act shall be effective from the time of enactment hereof: Pro- 
vided, however, That no vessel shall be deemed to have lost its coastwise privi- 
leges as a result of the amendments made by this Act if it is rebuilt within the 
United States, its territories (not including trust territories), or its possessions, 
under a contract entered into before such date of enactment and if the work of 
rebuilding is commenced not later than six months after such date of enactment. 


Mr. Bonner. The first witness this morning is Admiral Ford. 
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STATEMENT OF WALTER C. FORD, ACTING MARITIME ADMINIs. 
TRATOR, ON BEHALF OF DEPARTMENT OF COMMERCE AND THE 
MARITIME ADMINISTRATION—Resumed 


Mr. Forp. I have a statement, Mr. Chairman. 

Mr. Chairman, the bill, H.R. 11163, would amend section 27 of the 
Merchant Marine Act, 1920, and section 2 of the act of July 14, 1956 
to prohibit the operation in the coastwise trade of the United States 
of a rebuilt vessel, unless the entire rebuilding, “including the con- 
struction of any major components of the hull and superstructure of 
the vessel,” is accomplished in the United States. 

The bill further provides that the prohibition would not apply to 
a rebuilt vessel where the contract for rebuilding is already entered 
into and the rebuilding work is commenced not later than 6 months 
after date of enactment into law of the proposed amendments, 

The Department of Commerce recommends favorable consideration 
of the bill. 

Section 27 of the Merchant Marine Act, 1920, in substance provides 
that no merchandise may be transported on a vessel between any two 
— of the United States and possessions either directly or via a 

oreign port on any other than a vessel built in and documented 
under the laws of the United States, or such merchandise will be sub- 
ject to forfeiture. 

In 1956 Congress passed a law for the purpose of closing a gap in 
the existing law with respect to the foreign reconstruction and re- 
building of U.S. vessels documented for operation in the coastwise 
trade. To correct this situation, the Congress enacted the act of 
July 14, 1956 (Public Law 714, 84th Cong.), which forbids a vessel 
engaged in the coastwise trade from being rebuilt outside the United 
States, and requires the reporting to the Bureau of Customs, Depart- 
ment of the Treasury, of all circumstances regarding the rebuilding 
outside the United States of any vessel documented under our laws. 

It now appears that the coastwise laws need further strengthening 
in order to carry out fully the national maritime policy and princi- 
ples established in the other shipping laws and the Merchant Marine 
Act, 1936. 

It is clear to us that the Congress in granting the protection of the 
coastwise laws to American operators intended that vessels built solely 
in American yards would be used in the trade. The law now specifi- 
eally forbids the rebuilding of a coastwise vessel in a foreign yard. 
To allow the manufacture of a large segment of a vessel in a foreign 
country to be brought to the United States to be placed in the vessel 
in the United States would be inconsistent with the basic policy of the 
coastwise laws limiting domestic operation to domestic built vessels. 

One of the major objectives of the Merchant Marine Act, 1936, is 
to foster and maintain the shipbuilding industry in the United States 
by placing work in the domestic shipyards so that the yards will be 
sustained for mobilization and national defense purposes. At. the 
present time shipyards in this country need work very badly and there 
are recent examples of instances where, had this proposed legislation 
been the law, additional work might have been generated for American 
shipyards. 

U.S. vessels operating in the foreign trade do not have the protec- 
tion of the coastwise law, but in order to maintain a competitive posl- 
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tion with foreign-flag operators, subject to strict limitations, they may 
receive Government subsidy. An operator who receives subsidy is re- 
quired by law and contract to exclusively use American shipyards 
for reconditioning and rebuilding of their vessels. 

The basic policies embodied in the coastwise laws and merchant 
marine laws make it appropriate that the coastwise laws specifically 
require vessels in the coastwise trade to be exclusively constructed, 
reconstructed, and rebuilt in American shipyards. The Department 
recommends favorable consideration of the bill. 

The Bureau of the Budget has advised that there would be on ob- 
jection to the submission of this statement to your committee. 

Mr. Bonner. Any questions ? 

Mr. Miter. How much of this has been going on in the United 
States, Admiral? Do you know? How much of building these sec- 
tions of ships and bringing them over here has been going on? 

Mr. Forp. This is a very recent development. In the latter part of 
1959 there was an application to the Treasury to enter into this sort 
of contract and import into the United States the midsection of a T-2 
tanker for jumboizing. The ruling of the Treasury Department was 
to the effect that this did not constitute the importation of a vessel 
as they interpreted the Merchant Marine Act and, therefore, was 
legal. 

Mr. Mitxier. If you accept that reasoning, there is no standard by 
which you determine what does constitute a vessel. You can make 
the last weld over here and then it is built in this country, I suppose, 
if you import it piecemeal ? 

Mr. Forp. I think so. As we used to say in the Navy, you jack up 
the whistle and run a new ship under it. This is comparable, I think. 

Mr. Mitter. Do you think that this would have an unfavorable 
impact upon American shipbuilding ? 

Mr. Forp. I think at the moment it will have a favorable impact 
because there is an indication that a large number of companies are 
taking advantage of this particular gap and that there will be an 
influx of repair jobs as a result of this ruling, but in the long run I 
think it will adversely affect the U.S. repair yards and shipbuilding 
yards, 

Mr. Miter. In other words, you are selling out for the proverbial 
mess of porridge right now ? 

Mr. Forp. That is my view. 

Mr. Mitter. No further questions. 

Mr. Bonner. Mr. Tollefson ? 

Mr. Totierson. How large are these midsections, relatively speak- 
ing? What percent of the total ship do they constitute? 

Mr. Forp. My understanding is that they cut off the after section 
where the engine spaces are contained and they cut off the bow and 
the entire cargo-carrying area is built abroad and then the parts are 
welded together. 

Mr. Totierson. They bring that entire midsection into a yard in 
the United States and 

Mr. Forp. Place it im drydock and weld them together. 

Mr. Totrerson. Are the aft end and the bow built abroad too? 


Mr. Forp. No; the bow and the stern are the remaining sections of 
the U.S.-built T-2. 
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Mr. Totiterson. Do you know what position the shipyards gener- 
ally take with respect to this legislation ? 

Mr. Forp. I think they have testified for the legislation. 

Mr. Touterson. Even though some of them may have had this work 
in their yards? 

Mr. Forp. I do not think this legislation particularly eliminates the 
current work they are getting. I think that with or without this 
legislation the gap that has existed since the initial ruling and the 
passage of this particular legislation will permit a large number of 
these conversions. Unless the legislation is made retroactive to cover 
that period, I do not believe that it will affect them in that respect. 

Mr. Totierson. Generally speaking, the shipyards themselves 
favor this legislation ? 

Mr. Forp. I believe they so testified in the Senate. 

Mr. Totterson. Do you know of any strong opposition to it? 

Mr. Forp. No, sir. 

Mr. Totterson. Mr. Chairman, I have no further questions. 

Mr. Bonner. What did you say about the Treasury permitting 
this to go on? Did you say something about that in your statement? 

Mr. Forp. Not inthe statement. In indie: ating the timing of this 
particular gap, there was an application to jumboize one or more 
T-2’s and to import the midship sections. ‘This was referred to the 
Treasury as this falls within their jurisdiction. Their interpreta- 
tion was that this was a legal move which was within the present 
wording of the 1936 act. 

Mr. Bonner. They imported a part that was known as a part of 
the ship and just charged duty on it, or something of that sort? 

Mr. Forp. There is some duty. 

Mr. Miter. That is where the trouble is. 

Mr. Bonner. What did this duty amount to? 

Mr. Forp. I believe there is a representative of the Customs De- 
partment here who can answer that question later. 

Mr. Bonner. Is there any limitation on what this midsection could 
contain or comprise ? 

Mr. Forp. I have the ruling of the Commissioner of Customs, 

Mr. Bonner. What did he say with respect to that ? 

Mr. Miter. I think he ought to read that. 

Mr. Bonner. All right. 

Mr. Forp. The name of the applicant is omitted. 

Mr. Bonner. Why? Why is the name omitted ? 

Mr. Forp (reading) : 

In your letter dated December 18, 1950, you requested a ruling on behalf 
of * * * as to whether vessels will retain their coastwise privileges and U.S. 
flag under the following circumstances, 

The vessels are T—2, T-3 and Calusa class tankers, built in the United States, 
registered in the United States, and owned by citizens of the United States 


within the meaning of section 802, title 46, United States Code. 
* * * intends to increase the vessels’ cargo-carrying capacity 


Mr. Bonner. Who is the operator ? 





Mr. Forp. This is what was furnished us by Customs. I do not 
know who this particular operator was. I can determine that and 
furnish it for the record. 

Mr. Bonner. I wish you would put that in the record. 
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(Letter follows :) 


TREASURY DEPARTMENT, 
BUREAU OF CUSTOMS, 
Washington 25, June 10, 1960. 
Mr. JonN M. DrRewry, 
Chief Counsel, Committee on Merchant Marine and Fisheries, House Office 
Building, Washington, D.C. 


DEAR Mr. Drewry: In the hearing today on the bill H.R. 11163, the so-called 
foreign built midbody bill, Admiral Ford read what was purported to be a 
Jetter from this Bureau in the matter which contained, however, no reference 
to identifying facts, names, and places. 

The chairman requested Admiral Ford to make a complete copy of the letter 
available. 

Inasmuch as the letter was written in this Bureau, I am forwarding for the 
completion of the record in accordance with the chairman’s request a copy of our 
letter of January 5, 1960, to Mr. David R. Owen of the law firm of Semmes, 
Bowen & Semmes, Baltimore, Md., which letter was the basis for the excised 
yersion read by Admiral Ford. 

I understand that Admiral Ford is aware of the fact that this is being for- 
warded directly and has no objection. 

Sincerely, 
J. W. Guuick, Chief, Marine Administration. 


JANUARY 5, 1960. 
Mr. DAvip R. OWEN, 
Semmes, Bowen & Semmes, 
Baltimore, Md. 


DEAR MR. OWEN: In your letter dated December 18, 1959, you request a ruling 
on behalf of Maryland Shipbuilding & Drydock Co. (hereinafter called Mary- 
land) as to whether certain vessels will retain their coastwise privileges and 
US. flag under the following circumstances. 

The vessels are T-—2, T-3, and Calusa class tankers, built in the United States, 
registered in the United States, and owned by citizens of the United States 
within the meaning of section 802, title 46, United States Code. 

Maryland intends to increase the vessels’ cargo-carrying capacity, and, in 
some cases, to convert them to carriers of cargo other than petroleum. The 
procedure, commonly called jumboizing, will be as follows: 

The vessels will be placed on drydock in Maryland’s yard at Baltimore. There 
they will be cut into three sections. 

The bow section, containing the dry-cargo hold, deep tank, forward peak 
tank, chain locker, bosun’s storeroom, anchor windlass and anchors, will either 
be retained or a new bow section will be built in Maryland’s yard. 

The stern section will be retained in every instance. It contains all of the 
propulsion machinery, the engineroom, the boilerroom, the generator room, the 
steering engineroom, the after peak tank, the after pumproom, the propeller and 
shaft, the rudder, the after deckhouse and the crew’s quarters. 

The midbody section, containing the cargo tanks, will be scrapped or other- 
wise disposed of. The midship house, containing the officers’ quarters and navi- 
gating bridges, will either be retained or a new house will be built in Maryland’s 
yard. 

A new midbody section will be fabricated outside the United States and 
towed to Maryland’s yard. For purposes of the ocean tow a temporary false 
bow will be bolted to the midbody section. You enclosed a drawing which 
describes this temporary structure. 

This false bow is a temporary structure, bolted in place, readily removable, 
and reusable. It forms no part of the permanent structure, and serves two 
primary purposes: first, as a protection against damage to the end bulkhead 
from heavy seas; and second, to reduce resistance and to lessen yaw during 
towing. 

Upon arrival of the new-midbody section at Baltimore, the false bow will 
be removed and the three sections will be placed on drydock and joined together 
by Maryland. With the exception of the fabrication of the new midbody sec- 
tion, all of the construction, repair, and conversion work will be done in the 
United States. 

Under these facts, the Bureau is of the opinion that the foreign-built midbody 
section, to which is bolted a temporary, removable false bow to facilitate towing, 
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is not considered a vessel since it could not be used nor was it intended to be 
used as such. Moreover the bolting on of a temporary, readily removable, false 
bow to facilitate towing does not cause the midbody section to take on the char. 
acteristics of a vessel within the definition contained in section 3.1(a), Customs 
Regulations. 

Accordingly, the Bureau is further of the opinion that the vessels, converteg 
as more fully described above, will not be considered to have been rebuilt out. 
side the United States within the meaning of the second proviso of section 883, 
title 46, United States Code, as amended. The Bureau is also of the opinion 
that the vessels will continue to be considered as vessels built within the 
United States within the meaning of section 11, title 46, United States Code, anq 
as such will retain whatever coastwise privileges they may have had before 
the rebuilding. 

Very truly yours, 
LAWTON M. Kinga, 
Acting Cominissioner of Customs. 

Mr. Bonner. The same thing applies to the dry-cargo vessels? 

Mr. Forp. We have not had any cases of dry-cargo vessels being 
rebuilt in this manner but I assume it would. 

Mr. Bonner. In other words, you can take a dry-cargo vessel and 
just cut the bow and stern off and make a container hull and bring it 
over here in the same condition and attach it to the bow and stern? 

Mr. Forp. I would assume they would make the same ruling, 

Mr. Bonner. Is that your interpretation ? 

Mr. Forp. Yes, sir. 

Mr. Bonner. Would you say that that could be done under this 
ruling? 

Mr. Forp. This is a legal interpretation, Mr. Chairman, and I am 
not a lawyer. 

Mr. Bonner. We have some good lawyers here. 

Mr. Downing? 

Mr. Downtna. Admiral, as I understand it, this bill will prohibit 
the importation of component parts of a vessel ; is that right? 

Mr. Forp. Under the bill now being considered, if major com- 
ponent parts are imported into the country they would lose the coast- 
wise privilege. 

Mr. Downtne. What is your definition of a major component part? 

Mr. Forp. Certainly a midsection such as this, a major portion of 
the hull. 

Mr. Down1na. Would engines be a component part? 

Mr. Forp. It is major components of the hull and superstructure. 
That is the way I believe the bill reads: “Major components of the 
hull or superstructure.” 

Mr. Downrna. I know that, but why would it not be wise to pro- 
hibit the importation of any component part of a vessel? You say 
engines are not included ¢ 

Mr. Forp. No,sir. Well, there are occasions when some component 
parts are not available here and this would work to a disadvantage. 

Mr. Downrna. Is there any clear-cut definition of what constitutes 
a major component part of a vessel ? 

Mr. Forp. No, sir. 

Mr. Downtna. Other than what is in the bill ? 

Mr. Forp. That is right, sir. 

Mr. Downtne. Who will make the determination as to what is 4 
major component part ? 

Mr. Forp. Customs. 
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Mr. Down1na. If they determine that, then it occurs to me that they 
ean take away the documentation of this coastwise vessel ? 

Mr. Forv. That is correct, sir. 

Mr. Down1ne. In answer to Mr. Miller, I believe you said that the 
immediate effect of this legislation would be beneficial, but that sub- 
sequently it might have an adverse effect on shipbuilding. 

Did I understand you tosay this or am I mistaken ? 

Mr. Forp. Yes, sir. 

Mr. Downinc. How do you mean, having an adverse effect later 


on ¢ 


Mr. Forp. I think that a number of companies now operating in the 
coastwise trade having T-2 tankers which are reaching a situation 
where they probably should be scrapped, will now take advantage of 
this particular opportunity to renovate their T-2’s in lieu of proceed- 
ing with a replacement program. 

Mr. Downtine. Why is this legislation so good, then? Why is it 
needed now ? 

Mr. Forp. I do not think I understand your question. 

Mr. Downrna. If this bill will subsequently limit the new ship- 
building construction 

Mr. Forv. No. I did not say the bill would limit it. 

Mr. Miter. I think you have it twisted. Right now, as I under- 
stand it, it might stimulate some rebuilding of old ships in the yards, 
but as these are built it would discourage the building of new ships 
for some time to come. 

Mr. Downina. That is exactly the point I am getting at. I think it 
should be weighed carefully. 

Mr. Forp. The bill will not stimulate the renovating of tankers. It 
will discourage it from here on out for the coastwise trade. 

Mr. Mitter. Without the bill it will be encouraged. This will 
continue. 

Mr. Downrna. This jumboizing will continue but it will tend to 
discourage new shipbuilding? 

Mr. Miter. Yes. 

Mr. Downtnge. Is that good ? 

Mr. Mitirr. No. It will not discourage that. The bill will en- 
courage the building of new ships eventually and they cannot 
jumboize 

Mr. Forp. The purpose of the bill is to close this gap so that any 
ships now jumboized will be jumboized in U.S. yards and the sections 
will be built in U.S. yards rather than abroad. That is the sole pur- 
pose of the bill. 

Mr. Downtne. I follow you. 

Thank you very much, Admiral. 

Mr. Bonner. Mr. Ray? 

Mr. Ray. May I clear up one point? 

Taking your last statement, Admiral, does that mean that the costs 
will prevent jumboizing of ships as of today which might be jumbo- 
ized if they could use the foreign midsections ? 

Mr. Forp. I think this would bea major consideration in their deter- 
mination as to whether to jumboize in this country or to build a new 
ship for their coastwise trade. They must do one or the other in order 
to continue in the trade. 
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Mr. Ray. So that the yards will lose the work that they would do 
in jumboizing operations, even though they did not build the mid- 
section? The jumboizing work that might come about under this bill 
will not be done, you think? Is that right? 

Mr. Forp. There is a certain number of coastwise opérators who 
must continue to use vessels that are built or rebuilt in the United 
States in order to continue to carry the trade. They have to make the 
decision as to whether to build new vessels or to jumboize. In either 
case, it has to be done in the U.S. yards, if this bill is passed. 

Mr. Ray. I am still puzzled as to what is the expected effect of this 
bill on shipbuilding activities, yard activities, in this country. 

Mr. Forp. It should eventually stimulate shipbuilding. 

Mr. Ray. Starting with today, and then it will take you on eventu- 
ally, afterward, but what is the present effect ? 

Mr. Forp. The present effect is, or should be, that the midsections 
for those who intend to jumboize with midsections now being built 
abroad would be built in this country. 

Mr. Ray. Do you have any knowledge as to how much of that work 
is likely to be done? 

Mr. Forp. We have no figures on that, Mr. Ray. We are not sure 
how many have entered into contracts since the situation arose. We 
do not know how many are conditional on the timing that is contained 
in this bill, as to whether they proposed to do that, , but we would as- 
sume that their contracts are conditional and that if this bill passes— 
and it has certain limitations—that they would either go through, or 
not go through, with their foreign jumboizing contracts. We have no 
way of knowing how many of these contracts are in existence, but 
there are representatives of the industry who can undoubtedly tell you 
how many contracts they have pending and what their conditions are. 

Mr. Ray. That is all, Mr. Chairman. 

Mr. Bonner. Mr. Garmatz ? 

Mr. Garmatz. No questions; but I have a statement later on to 
make. 

Mr. Bonner. Mr. Pelly ? 

Mr. Periy. Admiral Ford, have you any knowledge as to the differ- 
ence in the cost of rebuilding a vessel, let us say, with one of these wet- 
back, rebuilt-type vessels, as against a citizen- “ty pe vessel ? 

Mr. Foro. No, sir. 

There again I suggest that you ask this of those people who are 
signing these contracts because some of them have already jumboized 
in American yards and they are now importing these wetback mid- 
sections. 

Mr. Petry. It is pretty hard to speculate as to the effect on the 
ship construction industry without knowing the differences in cost and 
also as to whether the additional costs of American midsections over 
foreign midsections would stimulate an operator to go right into build- 
ing a new vessel completely, would it not? 

Mr. Forp. It is pretty difficult to speculate. 

Mr. Petzy. Do you know if there 1s a substantial difference between 
American and foreign midsections ? 

Mr. Forp. I would say it is substantial ; yes, sir. 

Mr. Petuy. It seems to me that that is the only figure we should de- 
velop to get the answer to Mr. Ray’s question. 

I will defer any further inquiry now. 
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Mr. Totterson. Would you yield? 

Mr. Petry. Yes. 

Mr. Totterson. The general assumption that it would cost one-half 
as much to build a midsection as to build it here would be a fair as- 
sumption, would it not ? 

Mr. Forp. Of course, this is the differential now in a complete ship, 
including machinery. I do not think we have to speculate because 
there are operators here who have signed contracts and can tell you 
the exact cost. 

Mr. Petty. What is the duty on one of these sections ? 

Mr. Forp. I do not know, sir. 

Mr. Bonner. Mr. Van Pelt? 

Mr. Van Pett. No questions. 

Mr. Bonner. Thank you, Admiral. 

Mr. Hood ? 


STATEMENT OF EDWIN M. HOOD, VICE PRESIDENT, SHIPBUILDERS 
COUNCIL OF AMERICA 


Mr. Hoop. Mr. Chairman and members of the committee, my name 
is Edwin M. Hood and I am vice president of the Shipbuilders Council 
of America. The statement I am about to read was prepared by Mr. 
L. R. Sanford, our president, who expected to appear before your com- 
mitee in connection with these bills but, unfortunately, he is now * 
London attending the International Convention of Safety of Life a 
Sea and will not return until June 20. 

The Shipbuilders Council of America, representing practically all 
of the private shipbuilding and ship repair industry in the United 
States, most strongly urges enactment of the pending legislation which 
would further amend the shipping laws to prohibit operation in the 
coastwise trades of the United States of a rebuilt vessel unless the 
entire rebuilding of the vessel is effected within the United States. 
The Council favors the bill as amended in the Senate in regard to its 
effect on contracts in existence at the time of its enactment viz, S. 3189 
as passed by the Senate May 4, 1960. 

It has been the historical policy of the United States to maintain 
exclusive domestic shipping trades. In furtherance of this policy, 
the coastwise laws deny foreign-flag vessels the right to operate in the 
domestic waterborne commerce of the United States. This policy also 
extends to a prohibition against operation in the coastwise trade of 
vessels which may have been built abroad, even though owned and 
operated by American citizens. Citizenship requirements for eligibil- 
ity to document vessels for operation in the coastwise trade are more 
stringent than such requirements for vessels to be used in the foreign 
trade. In addition, since shortly after the Civil War, all U.S. vessels 
are subject to an ad valorem duty of 50 percent on repairs made or 
equipment obtained abroad, except where required for safety and 
seaworthiness on a voyage. 

One of the major reasons for this restrictive policy is the preserva- 
tion of an adequate private shipbuilding and ship repair industry in 
the United States, which is so necessary 1n time of national emergency. 

By act of July 14, 1956, Congress further perfected the exclusiveness 
of the coastwise laws by amending section 27 of the Merchant Marine 
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Act of 1920 to provide that any vessel entitled to operate in the coast- 
wise trade of the United States because she was built in the United 
States and documented under the U.S. flag and owned by a citizen, 
would nevertheless lose her coastwise trading rights if later “rebuilt” 
in a foreign shipyard. This 1956 act also provided certain reporting 
requirements to aid in its enforcement by the Secretary of the Treasury 
and authorized the issuance by him of supplementary administrative 
regulations. The 1956 amendment applies only to vessels of 500 gross 
tons or more. 

However, it now appears that there still remain serious loopholes 
in section 27 of the 1920 Merchant Marine Act not taken care of by 
the 1956 amendment. For example, contracts are being entered into 
between American-flag shipowners and American shipyards in which 
hull sections are to be constructed in foreign shipyards and floated 
or otherwise brought to the United States and used in the rebuilding 
of American vessels in American shipyards. Thus, a substantial por- 
tion of the actual work entailed in the rebuildings is to be done in 
foreign shipyards with final assembly and related work done here. 

When a question was raised with the Bureau of Customs as to the 
interpretation of the applicable law, the Bureau took the view that a 
foreign-built midbody section, to which there is bolted a temporary, 
removable false bow to facilitate towing, is not considered a vessel 
since it could not be used as such. Moreover, the Bureau said that 
the bolting on of a temporary, readily removable false bow to facil- 
itate towing does not cause the midbody section to take on the char- 
acteristics of a vessel within the definition contained in the customs 
regulations. 

Accordingly, the Bureau of Customs has stated that a vessel so 
converted would not be considered to have been rebuilt outside the 
United States within the meaning of the proviso added to section 27 
of the 1920 Merchant Marine Act by the 1956 amendment. The Bu- 
reau concluded that such a converted vessel would continue to be 
considered as a vessel built within the United States and as such 
would retain whatever coastwise trade privileges it had before the 
rebuilding. 

The first section of the pending bill is designed to close any such 
loopholes in the 1956 act by inserting appropriate language in section 
27 of the 1920 Shipping Act (46 U.S.C. 883, 1958 ed.). The section 
proposes that any vesse] entitled to operate in the coastwise trade 
which is later “rebuilt” shall not thereafter be entitled to operate in 
the coastwise trade of the United States unless the entire rebuilding, 
including the construction of major components of the hull and super- 
structure, is effected within the United States. 

High among the developments in the postwar period which have 
played important parts in the efforts of our ship repair yards to keep 
employment at a level commensurate with their responsibilities as a 
part of the mobilization base, has been the rebuilding, conversion, and 
alteration of standardized war-built vessels, such as the T-2 tankers, 
which, as a result of the World War IT ship construction program, 
now form a large part of the active American merchant marine. 
“Jumboizing” is one of the more widely known of such operations. 

In a typical “jumboizing” of a war-built T-2 tanker, a new midbody 
is inserted to increase the deadweight tonnage of the vessel by ap- 
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roximately 25 percent. The increased capacity allows the vessel to 
compete with the larger, more modern ships thus extending the eco- 
nomic life of the vessel. Such an operation is reported to be eco- 
nomically sound in view of the much lower cost of jumboizing as com- 
pared with building anew vessel. 

Over the past 3 years more than 25 tankers have been jumboized in 
American shipyards and, as the cost of a typical jumboizing job on a 
{-2 tanker runs about $2,500,000, this one type of rebuilding work 
alone has contributed a considerable amount of the employment. i in 
the ship repair yards during this recent period. 

Now, as has been noted, we are faced with the situation where 
American shipyards, under contract with American shipowners, are 
arranging to have new midbodies and other hull sections constructed 
abroad, which sections would be towed to the United States and then 
inserted in existing ships in an American shipyard for a considerably 
lower overall cost to the shipowner than he would have had to pay if 
the entire jumboizing job had been done in a U.S. shipyard. 

The volume of ship repair work which would be lost. to the ship 
repair yards in the United States if operations such as the foregoing 
are permitted to continue because of loopholes in our coastwise laws 
could be most serious. Rebuilding ships for the coastwise trades has 
been of great significance in recent years since it. materially ee 
to providing the minimum mobilization base of ship repair yard c 
pabilities absolutely essential to the Nation’s economic and ietiaah 
security. 

As the proposed amendment would require affirmative action by the 
Treasury Department to assure that vessels which are not entitled to 
engage in the coastwise trade will be excluded from the privilege of 
documentation therefor, and since the amendment would not be self- 
enforcing, section 2 of the bill provides for reports to be filed with the 
Secretary of the Treasury covering the circumstances of any rebuild- 
ing of a vessel by use of foreign-built components of hull and super- 
structures, and for a penalty for failure to file such a report. 

Section 3 of the proposed bill is identical to section 3 of the 1956 act. 
It provides for the issuance by the Secretary of the Tr easury of such 
regulations as may be necessary to carry out the purposes of the act. 

Finally, in order to eliminate any retroactive applicability, section 
£of the pending bill, as amended in the Senate, provides that it does 
not apply to any vessels rebuilt by use of foreign-built components of 
hull and superstructures under a contract “executed” before the date 
of enactment of the bill. There is no intent to penalize either Amer- 
ican shipowners or American shipbuilders with whom they may have 
entered into bona fide contracts prior to the date of enactment of this 
amendment to rebuild existing U.S.-flag vessels entitled to coastwise 
privileges with the use of foreign-built midbodies or hull sections. 
The substitution on the Senate side of the word “executed” in place of 
the words “entered into” makes the language more certain. 

The final clause of section 4 of the bill, as introduced, limits the re- 
tention of coastwise privileges to vesels in which such work of re- 
building is commenced not later than 6 months after the date of 
enactment of this bill. This clause is the same clause which was in- 
cluded in the 1956 amendment to deny further coastwise privileges 
to vessels entitled to such privileges and subsequently rebuilt abroad. 








84 MERCHANT MARINE LEGISLATION 


However, the time elements in the two situations are obviously not 
the same and such a 6-month provision, while it proved to be adequate 
under the 1956 amendment for the commencement of work of rebuild. 
ing a vessel abroad, is not adequate for a vessel rebuilt in the United 
States with the use of a foreign-built hull section. The Senate-passed 
bill S. 3189 recognizes this inadequacy and provides instead for a 
24-month leeway before which the rebuilding under such an executed 
contract must be commenced in a U.S. shipyard. The essential point 
is not so much the period elapsing before the cutoff date, as the fact 
that there is a specific cutoff date. 

It might be pertinent to discuss one other point. 

I refer to the term “commencement of work.” Work planning and 
scheduling varies from shipyard to shipyard. It might be consid- 
ered that work on a particular contract begins with the preparation of 
engineering drawings, or it might be considered that work commences 
when the old hull is torch cut to facilitate the insertion of the new 
midbody or other vessel sections. 

However, for the purposes of these bills, the best point for standard 
reference would seem to be the time at which actual physical work 
takes place, as opposed to planning and engineering in the normal 
production of a contract commenced. 

I offer this suggestion for the reason that prior to the cutting opera- 
tion the yard usually must perform a variety of other physical opera- 
tions which relate not only to the new midbody section but as well to 
the effective functioning of the vessel when completed. 

To administer the provisions of this bill the production records of 
the yards would precisely reflect the date on which this actual physical 
work was started. 

Thank you, Mr. Chairman. 

Mr. Bonner. Any questions? 

Mr. Downing. The bill appears to have great merit, but I am still 
not clear as to the meaning of rebuilt. 

Look at the bill, page 2, line 9: 

If any vessel of more than 500 gross tons documented under the laws of the 
United States, or last documented under such laws, is rebuilt and any part of 
the rebuilding, including the construction of major components of the hull and 
superstructure of the vessel is not effected within the United States— 
and so on, and my question is: How do you interpret that phrase “any 
part of the rebuilding”? 

Mr. Hoop. Mr. Downing, I think perhaps the answer to your ques- 
tion would lie in a definition of a major component. 

Mr. Downrne. I do not think so, Mr. Hood. 

Mr. Hoop. I am not certain I understand. 

Mr. Downina. It says— 

Any part of the rebuilding, including the construction of major components of 
the hull and superstructure. 

Mr. Hoon. Any part of the rebuilding; is that what disturbs you! 

Mr. Downrne. Yes. 

Mr. Hoop. Of course, if an American-flag vessel is being repaired 
abroad, you still come under the 50 percent ad valorem tax that I 
mentioned in the statement. Therefore, we are not talking about the 
usual repairs or any minor rebuilding that would be necessary over- 
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gas. We are talking here primarily about the midbody section which 
is built in a foreign yard, which isa major component of the ship. 
Mr. Down1ne. “T see what the bill is getting at. Apparently, it does 
not mean minor items 
Mr. Hoop. No, sir. 
Mr. Down1nG. Such as m: iybe some instrument or something. That 
would not be part of the rebuilding. 

Mr. Hoop. In that connection, I would assume the Customs people 
could clarify the duty which might apply in me instances. 

Mr. Downine. Does the bill itself provide that the Customs shall 
determine what constitutes rebuilding ¢ 

Mr. Hoop. I believe they are charged with that function; yes, sir. 

Mr. Down1na. Mr. Chairman, I was just thinking from a legal 
aspect as to what effect this may have. This may preclude importa- 
tion of items which you have to have from abroad. 

Mr. Totierson. If the gentleman will yield, just looking at the 
Senate report, there is a comment on page 3, which reads: 





In a memorandum accompanying its report on the bill the Department of the 
Treasury noted that under previous rulings of the Department extending back 
nearly 80 years the engine of the vessel is not considered a hull component nor 
are other certain components or instullations such as hydrofoil installation, 
installation of machinery, et cetera. 

This bill does not affect any of those items, but is intended to apply to such 
major components of the hull or superstructure as are noted above. 

Mr. Downina. Perhaps that would serve to clear up this difficulty 
which may later become a legal difficulty. Iam for the bill from what 
Ihave heard of it, but I just wanted to clear up the legal aspect. 
Thank you. 

Mr. Ray. Mr. Chairman. 

The CHarrman. Mr. Ray. 

Mr. Ray. Is this period of grace too long, 6 months? 

Mr. Hoop. The 6-month period, Mr. Ray, is generally believed 
under today’s conditions to be too short and that the 24-month period 
would be more appropriate to take in all of the problems involved 
in placing the contract with the foreign yards, for the foreign-built 
midbody ‘section, towing of the section back to this countr y. 

In that connection, m: iy I just add that many of the contracts that 
have so far been entered into or executed, as the bill would provide, 
require a contract completion in late 1960 and all during 1961. 

Mr. Ray. I am puzzled as to whether or not we are postponing the 
practical effective date. 

Mr. Hoop. You mean to 24 months? 

Mr. Ray. For too long a period. 

Mr. Hoop. I think everyone interested in the bill, Mr. Ray, has 
the ling that no one should suffer a penalty as a result of contracts 
that they have entered into by reason of the loophole presently exist- 
ing. That is why the 24-month period would appear to be more 
appropriate. 

Mr. Ray. Speaking of this, it would be possible theoretically under 
this lancuage for a rush to develop immediately with new contracts 
to be made. 

Mr. Hoop. I would say that most proposals dealing with this type 
of jumboizing, I think, are now pretty far along. Of course, the date 
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of enactment of the bill would also be a cutoff. In other words, in 
section 4 the language would be: 

Under a contract executed before such date of enactment and if the work of 
rebuilding is commenced not later than 24 months after such date of enactment, 

Mr. Totterson. There are two cutoff dates ? 

Mr. Hoop. That is right. The second one is conditioned on the 
first, of course. 

Mr. Ray. You know more than I do about that. I take your judg. 
ment on that. P 

Mr. Hoop. Thank you very much, sir. 

Mr. Ray. That is all. 

The Cuamman. Mr. Pelly. 

Mr. Petuy. In your testimony you indicated that the cost of a mid- 
section, American built complete, was about $2.5 million. 

Mr. Hoop. That was a couple of years ago, Mr. Pelly. 

Mr. Petry. About 2 years ago how much would a foreign mid- 
section have cost? 

Mr. Hoop. I cannot answer that because 2 years ago there were no 
contracts entered into. The best illustration I could give you is that 
the jumboized section, which is purchased from a foreign yard today, 
would cost in the neighborhood of a million dollars. 

Mr. Petty. Does that include any duty ? 

Mr. Hoop. I am not sure. The duty is 19 percent, and you have 
towing charges on top of this. 

Mr. Petxy. F.o.b. an American shipyard, what would today’s cost 
of a foreign section be? 

Mr. Hoop. The complete job under today’s conditions would be in 
the neighborhood of $3 million. 

Mr. Petry. Does the complete job mean that that includes the cost 
of adding this major component plus the American labor in welding 
it together ? 

Mr. Hoop. That is right. Of course, that $3 million figure could 
be even higher, depending upon the amount of neceenite or luxury you 
want to put into the final completed vessel. 

Mr. Petty. What is it estimated that a wholly American built mid- 
section in place, complete, would cost ? 

Mr. Hoop. As a general statement the cost of the midbody foreign- 
built is less than half the domestic cost. 

Mr. Petty. Without the 19 percent duty and without the towing 
charge ? 

Mr. Hoop. That is right. 

Mr. Petty. How do those come into line after it is finally completed 
and an operator sits down and analyzes the thing, how much did he 
save by making the contract with the foreign shipyard and having it 
brought over here ! 

Mr. Hoop. A jumboizirg operation is desirable as long as the other 
sections, the bow and the stern sections, can be used. In. other words, 
when the machinery becomes obsolete, the operator would no longer 
consider, I would assume he would no longer consider, a jumboizing 
operation. 

Mr. Petty. What I am trying to get at is: How much would the 
operator save if he had the old T-2 tanker with an adequate propul- 
sion system, with adequate propulsion machinery ? 
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Mr. Hoop. I would say probably in excess of a million dollars. 

Mr. Petty. He would save a million dollars on the cost of his ship, 
and if the ship was depreciated over a period of 20 years, it would 
one-twentieth of a million on his operating costs; is that right? 

Mr. Hoop. I would prefer to have someone representing the opera- 
tors be more specific on that point. 

Mr. Petiy. You represent the shipbuilders and I am getting at the 
cost. When an operator sits down and analyzes whether he would 
have a jumboizing operation or whether he would give one of your 
members a contract for a new ship complete, it would be very difficult 
for you to state because it wesid depend on what his cost is in the 
ship to be rebuilt plus the additional cost; is that right? 

Mr. Hoop. That is right. 

Mr. Petry. I do not see any way in answering Mr. Ray’s previous 
question as to how this would affect 

Mr. Hoop. I would say that probably at today’s market the T-2 
would probably cost, new, $614 to $8 million built in a domestic yard. 

Mr. Petty. This theoretical million-dollar saving, the operator has 
to weigh that against the expenditure of $6.5 million, we will say, for 
a complete new job ? 

Mr. Hoop. That is right. I am sure the operators can clarify that 
much better. 

Mr. Petty. I am sure it would depend on the individual operators’ 
particular ships, particular tankers, they had ready to jumboize and 
how much they stood on their books and many factors we cannot 
arrive at. 

Mr. Hoop. Yes, sir. 

Mr. Petxy. I think the answer would be if the shipbuilders them- 
selves favor this legislation, it would be to stimulate work in their 
yards and we can accept that on that basis. Thank you. 

The CuatrmMan. There would be no new contracts after the enact- 
ment of this bill? 

Mr. Hoop. That is correct. 

The Cuairman. The difference in the 6 months and 24 months is 
just to let them complete the jobs that are already contracted for? 

Mr. Hoop. And those that would be completed before the date of 
enactment ; yes, sir. 

The Cuarrman. There are some new contracts now in negotiation ? 

Mr. Hoop. There are some contracts now in the process of being 
made final, even now. 

The Cuairman. The Senate has passed the bill? 

Mr. Hoop. That is correct. 

The Cuarrman. We have reported the bill out and passed it ex- 
cept for the Senate amendment, and that would be the end of the 
time? 

Mr. Hoop. Yes. 

The Cuarrman. How many are now in proposal ? 

Mr. Hoop. I do not know exactly, but I would say that as many 
as 15 to 20 contracts have already been signed requiring delivery in 
late 1960 and all through 1961. 

The Cuamman. How many are now in negotiation ? 

Mr. Hoop. I do not know. 

Mr. Mirtrr. These are all jumboized sections being constructed in 
European yards? 
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Mr. Hoop. No, sir; there are some contracts involving midbodies 
built in Japanese yards. 

Mr. Mitier. That is all. 

The Cuatrman. Thank you. 

We will hear Mr. Garmatz. He would like to make a statement. 


STATEMENT OF HON. EDWARD A. GARMATZ, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MARYLAND 


Mr. Garmatz. Mr. Chairman and members of the committee, the 
shipbuilders and ship repairers in my district are very much in- 
terested in this legislation for they desire to preserve the long-time 
US. policy of maintaining exclusive, domestic shipping trades. 

It was for this purpose that I introduced H.R. 6025 in 19: 56, which 
became Public Law 174, 84th Congress, to prohibit the operation in the 
coastwise trade of vessels rebuilt outside the United States. Since 
enactment of the law, certain loopholes have become apparent which, 
if not closed, may give rise to a situation whereby only a very small 
part of a vessel eng: aged i in the coastwise services would be built in U.S. 
shipyards. This made necessary the introduction of the legislation 
now before you for consider ation. 

One of the purposes of these bills, including H.R. 11199 which I in- 
troduced, in addition to protecting coastwise privileges for American- 
flag operators, was well expressed in this manner by the Secretary of 
Commerce last April: 

One of the major objectives of the Merchant Marine Act, 1936, is to foster and 
maintain the shipbuilding industry in the United States by placing work in the 
domestic shipyards so that the yards will be sustained for mobilization and 
national defense purposes. At the present time shipyards in this country need 
work very badly and there are recent examples of instances where, had this 
proposed legislation been the law, additional work might have been generated 
for American shipyards. 

The only qualification I would like _ make to that statement by 
Secretary Mueller would be to include ship repairing as well as ship- 
building. I can tell you most emphatically that the ship repair yards, 
many of them are equipped to handle jumboi zing contracts, are faced 
with dire circumstances. Employment is at a dangerous pre-World 
War IT level, and many skilled workers have been furloughed because 
of a lack of work. This condition generally prevails in the repair 
yards in my district as well as in other districts throughout the 
country. 

In attempting to alleviate or minimize this condition, a number of 
these same yards have taken contracts in recent weeks which involve 
the use of foreign-built midbodies, but that fact should not. be inter- 
preted to mean that these yards oppose the passage of my bill, H.R. 
11199, or a similar measure. As I said earlier, they want the existing 
loophole closed. I cannot stress that point too strongly. If the loop- 
hole is not closed, they are of the opinion that foreign shipbuilding will 
have a further opportunity to make inroads on the American ship- 
building industry. 

I am sure the witnesses before us today will elaborate more on this 
general subject and comment upon the technical provisions of my bill. 
However, there is one thing I would like to say. Section 4 of ELR. 
11199, I believe, should be revised to read as follows: 
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This act shall be effective from the time of enactment hereof: Provided, how- 
ever, That no vessel shall be deemed to have lost its coastwise privileges as a 
result of the amendments made by this act if it is rebuilt within the United 
States, it territories (not including trust territories), or its possessions, under a 
contract executed before such date of enactment and if the work of rebuilding 
is commenced not later than 24 months after such date of enactment. 

This is the same language adopted by the Senate in S. 3189 as 
amended. 

The significant change here is that the work of rebuilding must be 
commenced in a U.S. yard not later than 24 months—instead of 6 
months as originally proposed—after the date of enactment of the 
bill. It seems to me that this is a reasonable change, and that a 
94-month time period would meet all existing and prospective situa- 
tions, without imposing a penalty on anyone. I certainly would not 
want to see a single yard penalized in terms of contracts already ex- 
ecuted, or contracts in the process of negotiation and to be executed 
prior to the date of enactment. . 

Adjusted accordingly, I strongly urge the passage of H.R. 11199. 

The CuHamrMaNn. We will now hear from Mr. Shelley. 


STATEMENT OF HON. JOHN F. SHELLEY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Suettey. Mr. Chairman and members of the committee, in 
1920 there was a situation in this country where several big operators 
were having ships built in the Far East, in foreign yards, or taking 
ships that were in trade here, taking them abroad, having them com- 
pletely rebuilt, bringing them back. One of the great scandals in- 
vestigated and looked into by the U.S. Senate in 1933 and 1934 was 
operation by the old Dollar Line on this basis. It was also found 
that some of the eastern lines were taking ships to British yards, to 
Dutch yards, to German yards, to French yards, for the same type of 
complete rebuilding. 

Therefore, the Congress of the United States passed in 1920 the 
coastwise law and set up a protected trade for the American operator 
in the coastwise trade and eliminated the possibility of foreign op- 
erators carrying goods or passengers from one American port to an- 
other, but requiring that the American operators’ vessels be built in 
the United States. 

Now we come to the present situation because the Bureau of Cus- 
toms of the Department of the Treasury puts a new interpretation 
on what a component is. Under the old law and from 1920 until re- 
cently a component was considered a piece of machinery, an instru- 
ment, a part of an engine, a winch, or any other part, the replacement 
of which was required for the safety of the vessel to return to its 
home port. If the operator wanted to put additional foreign work 
in, he paid a 50-percent penalty. 

However, the Bureau of Customs under a proposal made by some 
very able attorneys on behalf of some of the tanker operators took 
anew look and came up with a new idea. I do not think their idea 
is at all in consonance or in balance with the original view of the 
Congress when customs says that this midsection is a component of a 
vessel. The midsection runs from 60 to 80 percent of the hull. 
They build the midsection in a foreign yard of foreign material with 
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foreign workmen and foreign parts. They bring it over here by put. 
ting on either a wooden bow, or bolting to it a short, steel bulkhead 
as a bow, and putting a bulkhead on the stern end and towing it over 
here. The bow is unbolted and removed, it is put on the deck of 
another vessel and sent back to the yard for use on another rebuild. 
ing job. Then the bow section of a present existing T-2 and the 
stern section containing the engines and the parts that were pointed 
out in the presentation made on behalf of Mr. Sanford and also by 
the admiral, are then welded to the vessel and you have a complete 
vessel. 

I think it is a complete evasion of the intent of the present law. The 
T-2 tankers have become pretty much outmoded, their life span is 
diminishing. The new tankers are competition, but again if they 
are in the coastwise or costal trade, they are in a protected trade, 
This technique originated in a yard in Germany, it is being done 
now in Japan also, where there are four such midsections under con- 
struction at the present time and there are applications for others, 
so I am advised. I cannot prove this beyond any argument. There 
is great interest in following up this loophole on the part of operators 
not only in the tanker trade but in the dry-cargo trade and some even 
in the passenger trade who are in a protected trade and feel if this con- 
tinues, it opens the door for them. The opening of that door means 
the death knell for American shipyard workers and American ship- 
repair work in this country. The thing to do is stop this now. 

I think the bill is a fair bill. I have a companion bill in and there 
are any number of them. The bill seeks to do that which was always 
the intent of Congress, keep the American shipyard going as an eco- 
nomic and defense security requirement and necessity in this country. 

If we allow this to go further, you are going to have all of these 
ships built abroad. As a matter of fact, I have been advised by in- 
quires I have made through persons abroad that in both yards 
in Germany and in Japan, the Mitsu Bishi Yard in Yokohama and 
a yard in Hamburg, in the last several months, since introduction 
of this bill, those yards are beseiged with applications and are in the 
process of negotiating somewhere in the neighborhood of 27 addi- 
tional contracts right now, besides those which are already executed 
for construction. The only thing that is holding it up evidently is 
because the yards feel they cannot guarantee delivery for several 
years. 

It was asked by one of the members of the committee why the bill is 
needed right now. If it is not passed now, you will have the entire 
fleet. not only of tankers but I will venture to prophesy of dry-cargo 
vessels and of such passenger vessels as are in the coastwise, inter- 
coastal, protected trade rebuilt in foreign yards to the detriment of 
American industry and American workmen. 

I do not think the bill in any way changes what has been from 
1920 to 1959 the interpretation of the Bureau of Customs on a com- 
ponent part. It does stop their new interpretation of almost a whole 
ship being a component part. I certainly urge the committee to give 
a good, strong look at this proposal, this bill, and ask some very 
searching questions of those who may be here in opposition to the 
bill. 

Thank you very much, Mr. Chairman. 
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The CuarrMAN. As I take it, you are appearing in favor of the bill. 

Mr. SHELLEY. Without any question, sir. 

Mr. Garmarz. He misunderstood your last few words, I believe. 

Mr. Suetiey. My last statement, Mr. Chairman, was that I sin- 
cerely hope the committee asks those who are here in opposition to the 
pill some very searching questions. I am for the bill or the bills or 
any one of them. 

The CHamrMaANn. As amended by the Senate. Thank you, Mr. 
Shelley. 

Mr. Petiy. May I ask a question of Mr. Shelley ? 

The CHAIRMAN. Yes. 

Mr. Petty. As an old shipyard worker, I wanted to ask him: Is 
there any thought that containerization, which is one of the trends 
now, might fall into line with the tankers and might modernize some of 
our dry-cargo vessels in that way ? 

Mr. Suettey. I think that is the reason some gentlemen going into 
that field are here and are very interested in the bill. T have not h ard 
from them, but I know the shipyard workers are fearful of such an 
interest being shown. 

Mr. Petuy. I think in intercoastal service the high costs have dis- 
couraged some of the possible operators from building new ships. 

Mr. "Shelley, I wonder if you know of any possible ways or means 
of restoring some of the service we used to have and whether or not 
an operator could build foreign and get a ship into service. If so, I 
think we have two sides to this question. We want to modernize our 
ships in such a way that they can operate efficiently. 

Mr. Suettey. Mr. Chairman and Mr. Pelly, as one who served for 
some 6 years on this committee, I appreci: ite the problem. I think 
there are two facets to the answer to be given: 

One, I think part of the problem of those in the coastwise or inter- 
coastal service today is the fact that they are regulated by the Inter- 
state Commerce Commission, who equalizes their rates with those of 
railroads and trucks, whose lesser cost of operation and lesser cost of 
maintenance has practically forced the steamship out of business in 
those trades. There are very few of them left. 

I think the other facet is whether or not we want to maintain an 
immediately available merchant marine, whether the Congress or this 
committee is ready and willing to consider setting up some subsidy 
provision for those in the intercoastal trade, which some of them have 
proposed and asked for. 

Not being on the committee, that is not my field any longer. I may 
have a personal view, but that is up to the committee to study : and go 
into. 

Mr. Petty. One time the chairman had leaders in various maritime 
labor unions here, including the head of the west coast longshoring 
industry. They were all unanimous, these union representatives, that 
the ship operators should modernize their ships, have bigger ships, 
keep them operating more fr equently and not let them stay in port 
long, make many modernizations in the type of loading and unloading 
and things of that nature. 

I want to see that service restored. I just wondered whether this 
bill possibly would be detrimental to the restoration of the service. 
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Mr. Suetzey. | do not think this bill would have any bear ing on it, 
No ship makes money in port. It makes money while at sea. The 
greatest we t for cutting down your in-port time is modernizing your 
cargo-handling gear and speeding up your loading and unloading, 

I have been and am an advocate for modernization and entering 
into the containerization program. It seems some of those who testi. 
fied several years ago on behalf of modernizing of cargo-handling 
gear and methods are at the present time having a little different idea 
when it comes to applying some of those methods and sitting down 
in their contract negotiations with the operators. This, I have no 
doubt, will eventually be satisfactorily worked out. 

Mr. Petry. I want to say I think you have an interest in all parts 
of this, the service plus shipbuilding. Therefore, I think your testi- 
mony is very important on this subject. 

Mr. Mitier. Will the gentleman yield? 

Mr. Petry. Yes, I do yield. 

Mr. Mintzer. Do you not think the first facet Mr. Shelley brought 
out is the one that bears the greatest on this subject, the fact that 
the intercoastal shipping has been put into a position where it is 
regulated against other carriers? This is the heart of the whole 
thing. 

Mr. Suetiey. You have railroad rate experts sitting down and 
making up the rates for steamship operators. 

Mr. Minter. That is the crux of the whole thing. 

Mr. Petr. I certainly hope we get into that. I appreciate the 
testimony of our colleague and former member of this committee 
who is well informed on this subject. 

The Cuamman. Thank you, Mr. Shelley. Are there any witnesses 
here opposed to the bill ? 

Mr. Mitier. They would all be afraid to appear. 

The Cuarrman. There are no witnesses here opposed to the bill. 

Mr. Cores. We are not opposed to the bill. We did want to appear 
in support of the 24-month provision as put in by the Senate. 

The Cuamman. Who are the witnesses here who wanted to testify 
in behalf of this bill? Stand up, please, and give your names. You 
may file your statement. 

Mr. Cores. Iam Marvin Coles. 

The CHarrman. Whom do you represent ? 

Mr. Cores. I represent the Skarship Corp. and Skar-Ore Steam- 
ship Corp. 

Mr. Suartro. I am Alvin Shapiro, American merchant marine. 

(Mr. Coles’ prepared statement follows :) 


STATEMENT BY MARVIN J. COLES ON H.R. 11163 


My name is Marvin J. Coles. My appearance here is as attorney for Skarship 
Corp. and Skar-Ore Steamship Corp. Skarship is a company well established 
in the shipping business, particularly in the movement of ore cargoes; Skar-Ore 
is an affiliated company. These companies are intensely interested in the legis- 
lation here before the committee because they have undertaken large financial 
commitments and obligations to convert four existing American-flag T-2 type 
tankers into bulk carriers for use in the American domestic trades, particularly 
on the Great Lakes. 

My appearance today is not in opposition to this bill. It is to urge the com- 
mittee only to amend section 4 of the proposed bill so as to protect Skarship and 
its affiliates under the contracts and commitments they have made. May I 
state that the American shipyards with which we have contracted, and the 
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Shipbuilders Council which has sponsored the pending legislation, have all in- 
formed us that they are in agreement with our position that we should be pro- 
tected against any retroactive effect of the pending legislation. I also wish 
to inform the committee that I have been authorized by the American Ship 
Building Co. to state that they are in full accord and join in the position here 


os * December of last year, the management of Skarship determined that it 
would be feasible to convert American tankers into ore carriers by insertion 
of a midbody section fabricated abroad. In order to be economically feasible, 
however, it was necessary that these vessels retain their American coastwise 
privileges, as it was contemplated that most of their work would be on the 
Great Lakes. Accordingly, we requested the Bureau of Customs on December 
15 for a ruling as to whether American tankers would lose their coastwise 
privileges if converted into bulk carriers in this manner. 

By a ruling dated December 18, 1959, the Bureau of Customs informed us 
that if the tankers were converted in the manner proposed, with the new mid- 
pody section fabricated abroad for each ship, towed to a U.S. shipyard, and 
joined there to the existing sterns, propulsion machinery, bows and bridge- 
housing, each vessel would retain the coastwise privileges it had before rebuild- 


ing. 

tn reliance upon this ruling, Skarship and its affiliated company, Skar-Ore, 
have contracted to purchase T-2 tankers and have already taken delivery of the 
first of these ships for the purpose of conversion to an ore carrier. They also 
entered into long-term charter contracts on two of these ships and hope to 
consummate charters for the remaining two in the next few weeks. Skarship 
and Skar-Ore have also executed contracts with Bethlehem Steel Co. for the re- 
building of two of these vessels and with the American Ship Building Co. for 
the two others. 

May I add that the contracts with the two shipyards provide that they will 
give us complete jobs for a fixed price. We have already delivered the first 
T-2 purchased for this purpose to Bethlehem Steel Co. The shipyards have 
negotiated for the building of the midbodies for these sehips in a foreign yard 
and will be responsible for the purchase of the midbodies. The American ship- 
yard is also responsible for having the midbodies towed from abroad to their 
shipyard for joining with the existing ships. It is my understanding, moreover, 
that the cost of the work done in the American shipyard in the rebuilding of 
these ships is in excess of the total cost of fabricating the midbody abroad 
and towing it to the United States. 

As you will note, Skarship and Skar-Ore have made substantial commitments 
and expenditures under the existing law. May I add that the ships would be 
of no value to Skarship and Skar-Ore without coastwise privileges. Moreover, 
present plans and specifications are for vessels usable on the Great Lakes. Under 
the existing plans, it is doubtful that they could be certified for use on the 
oceans because of their length to depth ratio being in excess of that which 
would be approved by the classification society. 

We believe it only fair and eqiutable, therefore, that the final section of the 
pending bill be amended so as to protect these commitments which have been 
made under the existing law against any ex post facto or retroactive effect of 
this bill. To this end, we urge the committee to strike out everything after 
the word “enactment” in line 9 of page 3 and insert in lieu thereof a period. 

May I point out that section 4 of the proposed bill, as set forth on page 3, 
would protect against any retroactive effect of this legislation any vessels re 
built with a foreign midbody section if the contract was entered into before 
the date of enactment of the bill into law and if the work on rebuilding the 
ship commenced not later than 6 months after such date of enactment. You 
will note that the language of this clause follows verbatim the language of 
section 3 of Public Law 714, 84th Congress, approved July 14, 1956 (70 Stat. 
544). In the 1956 legislation, the rebuilding which was involved occurred in 
a foreign yard. Accordingly, it was perfectly feasible to provide that such 
rebuilding in a foreign yard must begin within 6 months. But under the 
verbiage of the legislation now before the committee, the rebuilding described 
isin an American yard. This raises a serious practical problem. 

We contemplate under our contracts that the first midbody will only be 
delivered to the United States early next year. Each of the other midbodies 
probably can be delivered only at intervals of from 4 to 6 months thereafter. 
In order for us to obtain the best price for this work, it is probable that the 
foreign yard will build all of the four midbodies on the same way. You will 
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note, therefore, that under this schedule and with everything going well, the 
first midbody could not be delivered to the United States until almost 9 months 
from today and the fourth midbody under this section could probably not be 
delivered until about 21 months from today. 

As it appears likely that the Congress will recess in the neighborhood of 
June 30, it is equally clear that this legislation, if it becomes law, would haye 
a date of enactment prior to that date. Obviously, even the first midbody 
cannot be delivered within 6 months of that date. Hence the rebuilding in an 
American yard cannot begin until more than 6 months after the date of enact- 
ment, so that in its present form the bill would completely defeat the Skarship/ 
Skar-Ore program. Accordingly, may we submit that in the event any time 
limit is deemed desirable for the rebuilding to begin in the American yard that 
the words “six months” on line 10 of page 3 be changed to “twenty-four months.” 

May I state, however, that we feel it more advisable to take the first alternative 
and to provide that this bill will not be retroactive as to any vessels on which 
a contract for rebuilding has been made with an American shipyard prior to 
the date of enactment. I believe this accomplishes the dual purpose of protect- 
ing the American shipyards which have sponsored this bill as to future work, and 
also protects them as to contracts they have entered into prior to the date the 
legislation may be enacted. Moreover, it would also protect companies such 
as Skarship and Skar-Ore, which have undertaken heavy financial commitments 
under existing law, from being retroactively penalized and injured. May we 
submit that an American shipowner who has made heavy commitments should 
not retroactively be denied the use of his ships. Accordingly, may We respectfully 
urge the committee to adopt the suggested amendment. 


(Mr. Shapiro’s prepared statement follows:) 


AMERICAN MERCHANT MARINE INSTITUTE, INC.,, 
Washington, D.C., June 18, 1960. 
Subject: H.R. 11163 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 

DEAR Mr. BoNNER: On behalf of the American Merchant Marine Institute, Ine., 
a trade association of owners and operators of American-flag vessels represent: 
ing a vast majority of this country’s deepsea fleet. I am writing you with re- 
spect to H.R. 11163, a bill which would amend shipping laws to prohibit opera- 
tion in the coastwise trade of a rebuilt vessel, unless the entire rebuilding is 
effected within the United States. Among our membership are owners of passen- 
ger ships, freighters, and tankers—both subsidized and nonsubsidized—in our 
domestic and foreign trade on all four seacoasts of the United States. 

Our concern is with one particular provision of the bill—section 4 which re- 
quires that the work of rebuilding be commenced not later than 6 months from 
the date of enactment. 

Several of our members have a very direct interest in this proposed legisla- 
tion in that they have made commitments on the basis of existing law. These 
were honest, valid commitments, backed by honest, valid contracts. They pro- 
ceeded on the basis of Customs’ ruling to the effect that if tankers were converted 
in the manner proposed, with the new midbody section fabricated abroad for 
each ship, towed to a U.S. shipyard, and joined there to existing sterns, pro- 
pulsion machinery, bows and bridgehousing, each vessel would retain its coast- 
wise privileges. 

There appears to be unanimous agreement that there is a deficiency in the 
law as it now exists, that this deficiency should in all fairness be closed, but 
that the closing of it should work no hardship on anyone who very honestly, very 
legally and very straightforwardly executed a contract for the building abroad of 
a midbody section to be used in the rebuilding of a vessel. 

We recommend that your committee concur in the action taken by the Senate 
on the companion bill, S. 3189. Section 4 thereof was amended to provide that 
no vessel shall be determined to have lost its coastwise privileges if it is rebuilt 
in the United States, its territories or possessions, under a contract executed 
before such date of enactment and if the work of rebuilding is commenced not 
later than 24 months after the date of enactment. This cutoff date would elimi- 
nate the possibility of any hardship being imposed on those who have executed 


contracts in good faith. 
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We ask that this letter be made a part of the record of the hearing on this 

bill. 
Sincerely, 
ALVIN SHAPIRO. 

The Cuairman. That will conclude the testimony on this bill, ex- 
cept for a letter which we will include in the record at this point, 
addressed to me from J. Monroe Sullivan of the Pacific American 
Steamship Association, dated June 10, 1960. 


(The letters from Mr. Sullivan and Mr. Weisberger follow:) 


PACIFIC AMERICAN STEAMSHIP ASSOCIATION, 
Washington, D.C., June 10, 1960. 
Subject: H.R. 11163, to prohibit use of foreign-built components in coastwise 
trade. 
Hon. HERBERT C. BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
House of Representatives, Washington, D.C. 

Dear MR. CHAIRMAN: The Pacific American Steamship Association is a trade 
association composed of a majority of American-flag carriers serving our domes- 
tic and foreign trades from the Pacifie coast. 

PASSA has always opposed encroachments upon the sanctity of our coast- 
wise laws and has advocated construction of vessels in U.S. yards and their 
registry under the U.S. flag as requirements for engaging in the domestic trades 
of the United States. Even in this Congress, we are advocating restoration of 
the Alaskan trades to the exclusive domain of U.S.-flag carriers. 

However, we do not view the use of imported components as a threat to tne 
legal sanctity or economic purity of the coastwise laws. There is a vast differ- 
ence between a foreign-built vessel and one which only uses imported compo- 
nent parts. 

We thus view H.R. 11163 as unnecessary legislation. 

Domestic water carriers have waged a long and disheartening battle to perpet- 
uate themselves in business and, even now, are engaged in congressional hear- 
ings to point up the serious state in which they find themselves. Nearly all 
intercoastal vessels are approaching the 20-year obsolescence period and, to 
the best of our knowledge, no current operator has publicly indicated any intent 
to build new vessels. Apparently, the only hope is the reconstruction of ex- 
isting vessels to better meet modern trade conditions. It will be difficult enough 
for the owners to rehabilitate their vessels without having further doors closed to 
them in such rehabilitation. H.R. 11163 closes a door which could be the differ- 
ence between continuing in operation or going out of business at the time 
vessel reconstruction is necessary. 

Other forms of domestic transport are privileged to use imported equipment, 
including railroad cars, trucks, airplanes, or component parts thereof. It is our 
contention that, if the Congress forbids even the use of component parts in water- 
carrier rehabilitation, some alternative must be provided, The alternative 
that comes most readily to mind is the absorption of the difference between 
the cost of building or rebuilding domestic vessels in this country as against 
doing it in a foreign shipyard. Certainly, such a plan would equate water car- 
riers on an equal footing with other forms of transport. Unless some such al- 
ternative is forthcoming from the Congress, we cannot support H.R. 11163. 


It is respectfully requested that this letter be made a part of the official 
hearing record on this legislation. 


Very truly yours 
: J. MONROE SULLIVAN. 





SEAFARERS INTERNATIONAL UNION OF NORTH AMERICA, 


San Francisco, Calif., March 29, 1960. 
Hon. Toor C. ToLLerson, 


House Office Building, 
Washington, D.C. 


Disk CONGRESSMAN TOLLEFSON : We are writing you in connection with S. 3189 
and H.R. 11163 which have been introduced in Congress and which if enacted into 


nk would prohibit domestic use of rebuilt ships, unless rebuilt in the United 
es, 
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Naturally, we are strongly in favor of these bills which will help our American 
shipyards. 

By the same token, we strongly urge that legislation be introduced which will 
grant some sort of a subsidy to American shipowners to cover the difference 
in cost between rebuilding a ship in an American yard and in a foreign yarg 
We want to see the American shipyards and the American merchant marine 
built up and it is believed that our Government should recognize the necegsit 
of providing a subsidy to keep our merchant marine and our shipyards from 
being driven out of business by cheap foreign competition. 

We urgently request that you give our above suggestion pertaining to subsidies 
your most serious consideration inasmuch as such legislation is vital to the 
very existence of not only the American merchant marine but of the American 
shipyards as well. 

We also respectfully request that this letter be made part of the record of the 
hearings on these important subjects. 

Very truly yours, 
Morris WEISBERGER, 
Secretary-Treasurer, Sailors Union of the Pacific; First Vice President, 
Seafarers International Union of North America. 


The CuHamrman. Now we take up H.R. 10470. 
(H.R. 10470 follows :) 


[H.R. 10470, 86th Cong., 2d sess.] 


A BILL To authorize the Maritime Administration to make advances on Government 
insured ship mortgages 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 207 of the Merchant Marine 
Act, 1936, as amended, is further amended by adding after the words “to 
secure indebtedness” the words “or constituting collateral for mortgage loans 
insured under the provisions of title XI of this Act,”. 

(2) Section 1105(b) of the Merchant Marine Act, 1936, as amended, is 
further amended by inserting after the words “required to pay by subsection 
(a) of this section,” the words “or permitted to advance pursuant to subsection 
(f) of this section,”’. 

(3) Section 1105 of the Merchant Marine Act of 1936, as amended, is further 
amended by inserting at the end thereof a new subsection as follows: 

“(f) Where the Secretary of Commerce has insured a mortgage under the 
provisions of this title, the Secretary may make advances to or for the benefit 
of the mortgagor, for the purpose of making payments of principal, interest, 
wr both principal and interest, payable under the terms of the insured mortgage. 
Such advances shall be on such terms and conditions as the Secretary may 
prescribe.” 


The CaatrrmMan. Our first witness will be Mr. Allen. 


STATEMENT OF HON. JOHN J. ALLEN, JR., UNDER SECRETARY FOR 
TRANSPORTATION, DEPARTMENT OF COMMERCE; ACCOMPANIED 
BY ELMER E. METZ, CHIEF, OFFICE 0F GOVERNMENT AID, MARI- 
TIME ADMINSTRATION 


Mr. Auten. Mr. Chairman, I have a prepared statement which I 
would either propose to read or to insert in the record at this point 
and to make a short explanatory statement concerning it. 

The CHarrman. It is the pleasure of the committee to have Mr. 
Allen insert his statement in the record and to give a digest. 

(Mr. Allen’s prepared statement follows :) 


STATEMENT OF Hon. JoHN J. ALLEN, JR., UNDER SECRETARY FOR TRANSPORTATION, 
BEFORE THE COMMITTEE ON MERCHANT MARINE AND FISHERIES, U.S. House 
OF REPRESENTATIVES, JUNE 10, 1960 


Mr. Chairman, the opportunity to present the views of the Department on 
H.R. 10470 is appreciated. 


SS woe 


= 


qq oF So ot © 


— 


N, 
SE 


on 


MERCHANT MARINE LEGISLATION 97 


The purposes of H.R. 10470 are to amend the Merchant Marine Act, 1936, (1) 
so as to specifically authorize the Secretary of Commerce to advance, to mort- 
gagors of mortgages that are insured under title XI of the act, sufficient moneys 
to prevent defaults in payment of installments of principal and interest under 
those mortgages; and (2) to authorize the Secretary of Commerce to borrow 
money from the Secretary of the Treasury for this purpose. 

Depressed conditions in the shipping industry, particularly in the tanker in- 
dustry, which have developed in recent months have created circumstances af- 
fecting adversely shipowners who have constructed new tonnage with the aid of 
ship mortgage insurance under title XI of the Merchant Marine Act, 1936, as 
amended. This program of Government insurance was enacted by the Congress 
as a means of enabling the shipping companies to replace their aging fleets with 
modern, efficient tonnage. It was enacted to encourage private financing in 
place of the Government financing of construction formerly used under the 1936 
act. 

Certain defaults in payment of installments of principal and interest on in- 
sured mortgages are threatened because of the depressed conditions in the mari- 
time industry which would bring into operation the procedure under title XI of 
the 1936 act whereby the mortgagee may demand payment in full of the mort- 
gage obligation. 

In a specific case the Maritime Administration, after consultation with rep- 
resentatives of the General Accounting Office as to the views of the Comptroller 
General, has under section 207 of the Merchant Marine Act, 1936, advanced funds 
on two occasions to the mortgagor to pay the amount of principal due under an 
insured ship mortgage in order to cure two defaults. This was done in order 
to avoid the payment by the Government of the full amount of the mortgage 
plus accrued interest, and to avoid the possibility of greater loss to the Govern- 
ment by a foreclosure. It was also deemed to be preferable to an adjustment 
or an arrangement between the mortgagor and the mortgagee involving an in- 
creased interest rate on the unpaid balance of the mortgage. These advances 
were made in the interest of the Government and with the expectation that the 
nortgagor’s financial returns would improve to the point where the installment 
payments could be resumed on schedule and the Government repaid for the 
advance. 

The first advance was in the amount of $65,165 and was made in October 
1959, in order to cure a default, which occurred in September 1959, in payment 
of a quarterly installment of principal. The unpaid principal amount of the 
nortgage immediately prior to that payment was $3,634,035. The original prin- 
cipal amount of the mortgage was $3,909,900. The advance of $65,165 bears 
interest at 6 percent per annum plus an additional 1 percent per annum for 
making the advance and in lieu of the mortgage insurance premium. Both the 
advance and interest thereon are secured by a second mortgage on the vessel to 
which the bank (the mortgagee of the first mortgage) consented. 

The second advance was also in the amount of $65,165 and was made in 
January 1960, in order to cure a default which occurred in December 1959, in 
payment of the next quarterly installment of principal. This advance also bears 
interest at the rate of 6 percent per annum plus an additional 1 percent per 
annum for making the advance and in lieu of the mortgage insurance premium, 
but the Maritime Administration was unable to obtain a third mortgage to 
secure the advance. Under the terms of the insured mortgage, the shipowner 
(the mortgagor) cannot grant a subsequent mortgage on the ship without the 
consent of the bank (the mortgagee), and the bank refused to consent to such 
amortgage to secure this advance. 

In our opinion, however, the United States is not adversely affected by lack 
of a mortgage of its own to secure this advance, because we think that as a 
matter of law the United States will be subrogated to the position of the first 
mortgagee after it has been paid in full the interest and principal secured by 
the first mortgage. That is, that after the first mortgagee has been paid in full, 
the first mortgage will as a matter of equity be kept alive and will come to us 
as security for our advance. This is equitable, because if we had not furnished 
part of the money to pay the debt secured by the mortgage, the mortgage would 
have been foreclosed to pay the debt. Having furnished part of the money to 
pay the debt, we should be placed in the same position as the first mortgagee 
with respect to security for the advance after the first mortgagee has been paid 
in full. 

Since the advancement of money to prevent defaults may be a recurrent sit- 
uation, the Department believes that title XI should be amended to authorize 
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such loans or advances rather than leaving the matter under the general author. 
ity of section 207. We think the foregoing purposes should be accomplished 
solely through amendment of title XI of the act, and we think these amendment 
should state expressly the extent to which the United States is to be subrogated 
—- recommend enactment of the attached substitute text for HR. 

The substitute text would authorize the Secretary of Commerce, upon his 
finding that such action is necessary to prevent default in payment of an in- 
stallment or installments of principal or interest on insured mortgages and 
is in the interest of the Government as insurer of the mortgage, in his discre- 
tion, to advance to the mortgagor from the Federal ship mortgage insurance 
fund sufficient moneys to enable the mortgagor to make payment of such in- 
stallment or installments. Alternatively, the substitute text would authorize 
the Secretary of Commerce to make payment of such installments to the mort. 
gagee on behalf of the mortgagor. The substitute text provides that the mort- 
gagor shail assume the obligation to repay such advances or payments with 
interest, and if the Secretary so prescribes, with additional consideration in 
an amount not to exceed one percent per annum on the unpaid balance of such 
advance or payment, and that such advances or payments shall be upon such 
other terms and conditions as the Secretary of Commerce may prescribe. The 
additional consideration would be payment to avoid foreclosure of the mort- 
gage and to eliminate the inducement which might otherwise exist for the 
mortgagor to default under its mortgage and thereby escape the obligation to 
continue the payment of mortgage insurance premium. 

The substitute text provides that with respect to advances or payments of 
installments of principal made under the bill, interest thereon, and any addi- 
tional consideration, the United States will be subrogated to the position of the 
mortgagee of the insured mortgage after such mortgagee has been paid in full, 
The substitute text does not provide for subrogation with respect to interest on 
advances made to pay interest on the mortgage or with respect to the excess 
of interest on advances to pay installments of principal over the rate of interest 
provided in the mortgage and the mortgage insurance premium, because the 
insured mortgage does not secure such amounts. With respect to these amounts, 
the United States will be an unsecured creditor, unless the mortgagee of the 
insured mortgage consents to a second mortgage. 

Under the substitute text such payments or advances would be made from the 
Federal ship mortgage insurance fund into which insurance premiums are paid, 
The substitute text in contrast to the subiect bill would not authorize the Sec- 
retary of Commerce to borrow from the Secretary of the Treasury in order to 
make such payments or advances because this method of financing is contrary to 
the President’s policy enunciated in the budget message. Under section 1110 
of the act, appropriations to carry out the provisions of the title are authorized. 

The Department recommends that the substitute text be considered favorably 
by your commitee in lieu of the subject bill. 


SugstirutTe Text ror H.R. 10470 


That section 1105 of the Merchant Marine Act, 1936, as amended (46 U.S.C. 
1275), is amended by inserting at the end thereof a new subsection (f) to read 
as follows: 

“(f)(1) The Secretary of Commerce, upon his finding that such action is 
necessary to prevent or cure a default or defaults in the payment of an in- 
stallment or installments of principal or interest, or both, on mortgages insured 
under this title and is in the interest of the Government as the insurer of such 
mortgages, may, in his discretion, advance to the mortgagor from the Federal 
Ship Mortgage Insurance Fund authorized by section 1102 of this Act, sufficient 
moneys to make payment of such installment or installments, or may make 
payment of such installment or installments to the mortgagee on behalf of the 
mortgagor. Such advance or payment shall be made only upon the assumption 
of an obligation by the mortgagor, satisfactory to the Secretary of Commerce, 
which may be subordinate to the indebtedness secured by the insured mortgage, 
to repay to the Secretary of Commerce such advance or payment, with interest 
at a rate determined by the Secretary of Commerce, and, if the Secretary s0 
prescribes, with additional consideration in an amount not to exceed one per 
centum per annum on the unpaid balance of such advance or payment. Such 
advances or payments shall be subject to such further terms and conditions as 
the Secretary of Commerce may prescribe. 
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“(2) When the mortgagee of any mortgage with respect to which advances 
or payments have been made under this subsection has been paid in full the 
principal and interest secured by the mortgage, the Secretary of Commerce 
shall be subrogated to the position the mortgagee would have had with respect 
to the mortgage if the principal and interest had not been paid. Such subroga- 
tion shall be limited to the following amounts: 

“(A) Advances to the mortgagor and payments to the mortgagee made 
under this subsection; 

“(B) Interest on advances to pay installments of principal and on pay- 
ments of installments of principal made under this subsection but not 
exceeding interest at the rate provided in the mortgage for payment after 
default in payment of an installment of principal; and 

“(C) Any additional consideration the Secretary of Commerce has con- 
tracted for under this subsection (in lieu of mortgage insurance premium), 
but not exceeding the amount of the mortgage insurance premium specified 
in the mortgage insurance contract. 

“(3) Upon making any advance or payment under this subsection, the Secre- 
tary of Commerce shall file, pursuant to subsection G of the Ship Mortgage 
Act, 1920, with the collector of customs of the port of documentation of the 
yessel a notice of claim of lien by subrogation. The collector of customs shall 
record such notice and shall issue two certified copies thereof to the mortgagor 
who shall place, and use due diligence to retain, one copy on board the mort- 
gaged vessel and cause such copy and the documents of the vessel to be exhibited 
by the master to any person having business with the vessel, which may give 
rise to a maritime lien upon the vessel, or to the sale, conveyance, or mortgage 
thereof. The master of the vessel shall, upon the request of any such person, 
exhibit to him the documents of the vessel and the copy of any such notice 
placed on board thereof. 

“(4) Subsection J of the Ship Mortgage Act, 1920, is hereby made applicable 
to the notices of claim of lien by subrogation provided for in this subsection in 
the same way as it applies to preferred mortgages.” 

Mr. Auten. Mr. Chairman, as you and the members of the commit- 
tee know, a program of building tankers has been underway for some 
period. Involved in that program was a guaranteed mortgage pro- 
gram in which the Federal Government gu: aranteed the mortgages on 
those tankers, with the money coming from private sources. It has 
appeared more recently that some of the installments on some of those 
mortgages were not going to be made and a default might occur. 
The Government was then confronted with the alternative of permit- 
ting the default to occur and thereafter perform its contract of in- 
surance by paying the entire amount of the obligation under the mort- 
gage and ‘taking it over and foreclosing on the v vessel or, as an alterna- 
tive, paying only the installment which was about to be in dafault, 
thereby keeping the principal mortgage in good standing. 

Under a general section of the Merchant Marine Act, I believe sec- 
tion 207, it was determined that there was general authority given to 
the Administration to enable them to make a single payment, which 
was done on two occasions after discussion and agreement with the 
General Accounting Office. 

It was the opinion of all, however, that it would have been better had 
the authority been specific in title XI rather than having the necessity 
of resorting to this very general section 207. 

For that reason, this bill has been br ought to the Congress, propos- 
ing that the Maritime Administration might, if it so desired, antici- 
pate a default in a payment and to make the payment rather than 
allow the payment to go into default. 

The amount, if any, that was advanced by the Federal Government 
would then become an obligation to it by the mortgagor so that the 








100 MERCHANT MARINE LEGISLATION 


Government position would not be downgraded in any way, as we see 
it. 

That, in substance, is the purpose of the legislation. 

I would add, Mr. Chairman, that the Department has submitted 
proposed amendment which is, as the lawyers say, in the way of 
technical amendment, which was considered over in the other body and 
and I think some revisions were made, but the bill as reported was not 
the bill that was promoted by the Administration. 

The Cuarrman. How many of these insured mortgages are there in 
default ? 

Mr. Atuen. I think there are none in default ; that on two occasions, 
or possibly three, a payment has been advanced and that the circum- 
stances of a number of the owners is such that I believe eight defaults 
could be said to be probable. 

The Cuatrman. Do you know the names of the mortgagors on the 
insured mortgages ? 

Mr. ALLEN. Yes, sir. 

The CuarrmMan. Read them out. 

Mr. Auten. Mr. Elmer Metz has a complete tabulation of all of 
them. 

The Cuatrman. Read them out individually and how far the ships 
are advanced. 

Mr. Merz. You mean of all the mortgages which we have insured? 

The Cuarrman. The ones that are in default and how far the ship 
has advanced in construction at the time of default. 

ae Merz. Actually, there are only about two now that are in de- 
fault. 

The CuHatrmMan. Read them into the record. 

Mr. Merz. By being in default I mean where there is a default 
that has occurred and has not yet been cured. 

The CuHatrmMan. You say you paid something on account of the con- 
tractor being in default. Who is he? 

Mr. Merz. We have paid on only one so far. That is the Red Hills 
Corp. That is a tanker that has been completed. That was delivered 
in 1957. That was a mortgage, the current outstanding balance is 
$3,508,704.83. We have made three advances on that, each advance in 
the amount of $65,000 is round figures, each in the amount of $65,000. 

The CHamman. What is the total cost of construction of the 
tanker? 

Mr. Merz. That tanker? 

The CHamRMan. Yes. 

Mr. Aten. The principal amount of mortgage was $3,909,900, 
which I believe would have been 8714 percent. So add one-seventh 
to that and it would be $4,300,000, approximately. 

The Cuatrman. How much would the operator have paid? 

Mr. Auten. He paid the 1214 percent. He paid the mortgage down 
from $3.9 million to $3.6 million. Roughly $300,000 there, plus 1244 
percent. About $700,000 in it, I suppose. 

The CHatrman. He has been operating the ship how long? 

Mr. Atten. Since 1957 on spot charter operation. 

The Cuairman. Can you anticipate how many defaults there will 
be? 

Mr. Auten. I think the list shows about eight that could be in bad 
straits within the next 6 months. 
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The CuatrMAN. Who are they ? 

Mr. Merz. There are four large ones. Nautilus Petroleum Carriers 
has @ payment either now due or that will become due in June. I 
do not have the exact date. It is imminent. That is an installment 
of principal of $101,603. I am not counting the interest in it because 
we do not propose to advance the interest. I do not have the amount 
of interest. 

Then there is a principal payment of $120,000 due in September 
and $120,000 due in December. There seems no likelihood that this 
vessel or any of these vessels I will now mention can get fixtures suf- 
ficiently good to give them the money to make these principal pay- 
ments that would be maturing between now and December. On that 
one there would be a possible $342,000 in round figures that we could 
expect to become due between now and January 1961. 

rans-Eastern Shipping Corp. is another that has a June payment 
either now due or coming due of $89,720, one in September maturing 
of $90,842, one in December of $91,977, making a total in round 
figures of $272,540. 

American Eagle Tanker Corp., again a June payment, either now 
due or shortly to come due, one in September and one in December, 
each in the amount of $107,787.50, making a total of $323,362.50. 

National Transport Corp., payment now due, one in September com- 
ing due, one in December coming due, each in the amount of $206,100, 
making a total of $618,300 on that one. 

This is a total coming due between now and January 1, 1961, in 
round figures of $1,556,200 in principal payments. There are others 
that we have that are in uncertain condition. However, we do not 
feel that we will be called upon to make any advances between now 
and January 1 next. 

The CHarrMAn. Mr. Miller. 

Mr. Minter. Mr. Chairman, I suggest that these be listed in the 
record with a statement as to the principal amount of each mortgage, 
how much of it has been reduced, the type of payments that have 
been made, along with the names of the companies, the officers, or 
owners of the companies. 

Mr. Auten. May I go off the record a second ? 

The CHarmMan. Yes. 

(Discussion off the record.) 

Mr. Mitier. I suggest the information be furnished for the con- 
fidential information of the committee. 

Mr. Auten. That we can do and will be glad to. 

(Information in committee files.) 

The Cuarrman. The way you make these advances on payments, 
how much interest do you add ? 

Mr. AtLEN. There has been some discussion of that. 

The Cuairman. I am interested in knowing when the Government 
is lending money at a certain rate, whether or not it is less than the 
going rate the Government has to pay for money. 

Mr. Auten. My recollection is that on the payments that have al- 
ready been arranged additional papers have been received evidencing 
the advance which provides for 6 percent per annum plus the in- 
surance premium that is involved in the additional loan. That would 
be a total of 7 percent, I believe, on the amount advanced. 
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The CuarrmMan. They are not able to carry the premium on their 
insurance ? 

Mr. Auten. This is a charge they pay that isadded on. That would 
be a provision in the document that as it becomes due they pay the ¢ 
percent interest and the 1 percent premium, but it would only be due 
annually or quarterly, according to the payment plan. 

The CHamman. So that the advances you make carry 7 percent? 

Mr. Auten. Yes, sir; 6 percent interest and the insurance premium, 

The CHarrman. That would be the responsibility of the mortgagor 
on the advances ? 

Mr. Atuen. Yes, sir. 

The Cuatrman. Mr. Tollefson. 

Mr. TotieFson. Actually, this does not cost the Government any- 
thing in a sense, does it ? 

Mr. Auten. I think the fund from which it is paid has been esti- 
mated to be more than the demands upon it. That is the insurance 
premium fund and some other moneys that come into the revolving 
fund, so that there is no appropriation of money, which would indi- 
cate that your statement is correct. 

Mr. To.terson. What I was really getting at is this. Assuming 
that the Government did not make the advance payment on this Red 
Hills Corp. mortgage, you say the mortgage was $3.5 million, and 
the Government did not pay the payment, so the mortgage was in 
default and the finance house that advanced the money says to the 
Government that this mortgage is in default and under our insurance 
you pay us $3.5 million; is that not it ? 

Mr. Auten. That is correct. 

Mr. Totierson. Supposing you make a payment of $500,000 and 
then that reduces the amount of the mortgage down to $3 million. 
Then subsequent payments are made. If you pay off the full mort- 
gage over a period of time, it would not have cost the Government 
any more than if you paid the $3.5 million right at the outset. 

Mr. ALLEN. It would not cost them any more ultimately, and tem- 
porarily it only costs them one-twentieth or thereabouts. 

Mr. Totierson. It is to the advantage of the Government, this kind 
of arrangement proposed by this bill is to the advantage of the Gov- 
ernment as well as to the operators; 1s that right ? 

Mr. Auten. Yes; it is of advantage to the Government in another 
way, that. we would have to borrow the full amount from the public 
through the Treasury and pay interest on what we borrow. 

Mr. Totierson. As I understood Mr. Metz, you do not propose to 
pay any interest or make any interest payments. 

Mr. Merz. We would not propose to do that except in a very, very 
exceptional circumstance, such as where we feel from the evidence we 
have if the ship were allowed to remain with ownership in the in- 
dividual for another 3 months, that conditions would change and 
they would obtain a fixture for that vessel sufficient thereafter to 
carry it. Unless we were convinced of that, we have no intention of 
ever advancing interest. 

Mr. Totierson. As I understand it, this bill just eliminates in 4 
sense a question that has arisen with respect to the authority to make 
such advance payments; is that not correct ? 

Mr. Auten. That is correct; plus the fact that this would put 1 
title XI a specific authority with regard to guaranteed loans, which 
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jg now used under section 207, which is much more general and I 
presume was put in as general authority because this sort of arrange- 
ment was not of concern 1 when the original act was written. 

Mr. Totterson. The payments which have been made have been 
made with the approval of GAO? 

Mr. Auten. That is correct. 

Mr. Totiterson. That is all, Mr. Chairman. 

The CHarrmMan. Mr. Downing. 

Mr. Downina. Mr. Secretary, who determines whether the ship- 
owner is unable to meet this payment ? 

Mr. Auten. There is a constant review which is carried on by 
Maritime Administration; I think Mr. Metz has a major part in it. 

Mr. Downina. If the shipowner could not meet the payment of 
principal, then the mortgagee would foreclose, apparently, on the ship. 

Mr. ‘Auten. Cert tainly. 

Mr. Downrne. If the ship did not bring the amount of the out- 
standing loan 

Mr. Auten. I will correct that. I think the mortgagee would 
be more likely to call on the Government for the performance of the 
insurance contract 

Mr. Downine. If the ship did not bring enough to cover the 
loan—— 

Mr. Auten. This would be before foreclosure. I think the insur- 
ance contract would provide that the mortgagee would call on the 
Federal Government to take the mortgage off its hands. Then the 
Federal Government would in effect. be the mortgagee, be subrogated. 
The foreclosure would then come with the Federal Government doing 
the foreclosing. 

Mr. Downinc. You would have to take a chance on the sale of the 
ship bringing back the amount of the loan ¢ 

Mr. Auten. Yes, sir; or acquiring the ship, which was the case 
with the Ledlani. 

Mr. Downinc. When the Government advances this payment to 
the mortgagor, what security does the Government have for the pay- 
ment made ? 

Mr. Auten. In the proceeding there have been two or three arrange- 
ments, First was to take, I believe, a note secured by a second mort- 
gage. Subsequently it was found that one of the mortgagees, the 
holder of the first mortgage would not consent to the writing of addi- 
tional mortgages. Then I believe it was a matter of subrogation with 
no documents. 

Under the general law under which a person who had a lien ahead 
of his obligation could protect his own obligation—— 

Mr. Downine. Would not the lien of the Government be subro- 
gated to the lien of the mortgagee ? 

Mr. Atten. No; it would be after the mortgagee’s lien. I believe 
the Government would be subrogated to the rights of the mortgagee. 
The mortgagee having had the right to collect “the payment from the 
mortgagor, which the mortgagor did not make, the Government: hav- 
ing made that payment for the mortgagor, would then have the right 
to collect the amount of the payment from the mortgagor as a matter 
of subrogation. 

Mr. Downie. That is all. 

The Cuarrman. Mr. Ray. 
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Mr. Ray. The mortgages that have been mentioned that are jn 
trouble are all on tankers ? 

Mr. Merz. These are all tanker mortgages. 

Mr. Ray. Are there any others that are in difficulty ? 

Mr. Merz. Not at the present time. They all have fixtures on the 
others and they are sufficient, with the money they start out with— 
by that I mean the working capital we required as a condition to the 
granting of the insurance—from that and with the income from the 

xtures they have been able to make they are still in position to meet 
both principal and interest payments. We do not anticipate any 
others than those I mentioned that will make us pay a principal 
payment before next January. 

Mr. Ray. This is a part of the general problem raised by the over- 
supply of tankers, I take it, which we have now in this country. 

Mr. Aten. It is partly that, I think, but on a more long range 
basis I think these tankers were built before the T-2’s and others 
had exhausted their lives in part, so that at the time of the Suez crisis 
there seemed to be a present increasing demand. Temporarily, we 
have both the old T-2’s and new tankers. When the T-2’s disappear, 
which they should, then these will be the tankers we will rely on. The 
ultimate prospect is that we do not have an oversupply of tankers, 
The present prospect is, there is no business for all of them. 

Mr. Ray. Are we making mortgages, making loans on additional 
tankers now ? 

Mr. Aten. My recollection is there are no applications for any 
tanker loans or, for that matter, there are no tankers in construction 
now that are anticipated to be constructed on contracts which the yards 
now have. 

There are some tankers ? 

Mr. Atten. Yes. 

Mr. Ray. On which the companies hold mortgages ? 

Mr. Atten. Yes. 

Mr. Bonner. You mean some of these now under construction? 

Mr. ArrEN. Some of them are not delivered yet. The ones that are 
being built with guaranteed mortgages have not gotten into trouble. 
The period has been taken care of. 

Mr. Ray. I wonder if there is any forecast that can be made of the 
longrun picture as to the Government’s interest ? 

Mr. Atten. Yes, I think there have been several forecasts made by 
the National Academy of Science as it says in one of its reports. I 
believe the Defense Department has done some work on this and the 
consensus of opinion that I gather is that in 2 or 3 years we will prob- 
ably be faced with more tanker carriage than there are tankers to 
carry. 

Mr. Ray. This isa temporary thing? 

Mr. Auten. Three or four years according to the prospects. 

Mr. Bonner. Would the jumboizing of these tankers help this 
situation ? 

Mr. Arren. No; it will not although the jumboizing would likely 
roduce a tanker that could go into the coastal trade—coastwise trade. 
believe the characteristics of those tankers would have to be different 

from some of these big ones. 

Mr. Bonner. All of these large tankers? 
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Mr. Arzen. Yes; $8 million, $9 million, and $10 million loans indi- 
cate that they are pretty big tankers. 

Mr. Ray. That is all. 

Mr. Bonner. Mr. Pelly? 

Mr. Petry. Thank you, Mr. Chairman. 

Mr. Secretary, did I understand your answer to Mr. Ray to be that 
this situation did arise out of the Suez crisis? 

Mr. Auxen. I think that a good many people got into it then that 
might otherwise not have gotten into the tanker business because of 
that shortage. 

Mr. Petty. These tankers are all modern tankers ? 

Mr. Auten. These are all new to the point of not being delivered 


et. 

Mr. Petty. They are obviously operating under foreign flags; is 
that correct ? 

Mr. ALLEN. We would not have the right to guarantee a mortgage 
on a forpign: fing operation. 

Mr. Petty. Is this temporary situation due to the restrictions that 
are in force on the importation of residual oil from abroad ? 

Mr. AtLEN. I suppose that is an element in cutting down the car- 
riage of oi] but I am not sure what the net effect is. I know that the 
carriage of oil from the west coast to the east coast made a substantial 
advance and the carriage through the Panama Canal has increased this 
year, and that very well could be because of the restrictions. I do not 
really know. 

Mr. Pexiy. I did not understand. I thought California was an 
importing-oil State. 

Mr. AuLEN. It was when there were no restrictions. 

Mr. Peity. You mean to say they are exporting from the west coast 
to the east coast ? 

Mr. AutEN. The intercoastal trade in petroleum products shows a 
rise in tonnage through the Panama Canal on the west-east movement. 

Mr. Petty. That is not from the Persian Gulf ? 

Mr. ALLEN. It is intercoastal. 

Mr. Petty. Yet they want pipelines into California to pipe oil in 
there, do they not? 

Mr. ALLEN. I think so. 

Of course, there are different kinds of oil. You may be producing 
kerosene for jet fuel and have residual oil left to ship. Those things 
change, too. 

Mr. Petty. What is the situation as far as tankers are concerned as 
regards the U.S. Navy? Do they have an overabundance of tankers? 

r. Forp. The Navy has cut down on the number of tankers they 
are operating for MSTS. I believe they are down to about six and 
they are chartering private tonnage. There is, of course, a surplus of 
private tonnage. 

Mr. Petty. Would there be any advantage to the Government and 
the taxpayer if we foreclosed the mortgage and took over these tankers 
and turned them over to the Navy ? 

Mr. Auten. I think not.. I think it would just put more Govern- 
ment money in and substitute for private money. I think these people 
either work their affairs out or some other operator will come in and 
take them over. That would be my prognostication. 





106 MERCHANT MARINE LEGISLATION 


I think the Government will not get hurt regardless of what hap. 
pens. I think we need these tankers in existence. 

When sitting on the other side of the table I voted that way and 
it made them easier to build. 

I think we needed the capacity and we still need it. I think it jg 
better in private hands than it is in Government hands and it certainly 
takes less Federal money if it is in private hands. 

Mr. Petty. You think it would be cheaper from the operator stand- 
point to jumboize a T-2 tanker and modernize it than to acquire one of 
these things if the Federal Government had to take them over? 

Mr. AtLEN. It is probably cheaper to modernize an old ship tempo- 
rarily, but the longrun economies of it would vary from ship to ship 
and operation to operation. 

I would think that for most instances where new money is going 
in, that a ship with a 20- to 25-year life would be of greater advantage 
than jumboizing a T-2 for possibly 4, 5, 6, or 8 years. . 

Mr. PeEtiy. Here is a million and a half dollars of defaulted money 
that the Federal Government is going to have to dig up. 

Mr. Auten. No. 

Mr. Petty. On all of these, I understand, by 1961. 

Mr. Auten. I think you have only one-half of the picture and the 
other side of that is that these are guaranteed mortgages with mort- 
gage insurance for which the Government collects a premium. The 
history of all Government insurance, I believe, has been that they have 
run ata profit to the Government. 

Mr. Pretiy. I have seen that statement and I have always had my 
doubts whether there is going to be sufficient funds to take care of 
that. 

Mr. Aten. I think that the worst loans in the world were those 
of the Home Owners’ Loan Corporation because you could not get a 
loan unless everybody with banking judgment turned you down. The 
Government there made a $150 million profit, if I recall correctly, 

Mr. Petty. Just one final question. 

Do you really go after these situations in a hard-boiled way and 
ascertain whether there is some private operator who is interested 
in taking over the equity that exists and acquiring these and letting 
the operators who are building them lose everything they have in 
this? 

Mr. Atten. We do not approach the matter as though it is a dan- 
gerous situation. I think the facts are rather easy to develop from 
business judgments and I do not think there is any question but what 
the advance of these three payments was good business judgment 
rather than forcing a default on the whole mortgage. I think it is 
very probable when a man will let a default go because he thinks he has 
to on the principal, but still dig up enough to pay the interest and a 
little additional payment in order to keep his arrangement in good 
standing. That is a pretty good indication he is putting his efforts 
into this. 

Mr. Peuty. If there are going to be a substantial number of de- 
faults, this would indicate to me certainly that either the program 1s 
wrong or that there has been poor judgment in making the guarantees. 

Mr. Aten. Well, as I say, I was sitting on the other side of the 
table when the deal was made and it was my judgment then that if 
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we did not have private operators building tankers the Federal Gov- 
ernment would have to put up all of the money and build them and 
then loan them for Government use. On every one of these we had a 

ayment of 12.5 percent of outside money come in. As an expense to 
the Federal Government, this does not pay. 

On the one I cited, we had about $300,000 more in principal pay- 
ments come in, which was an additional amount the Federal Gov- 
ernment would not have to pay. The last increment was the total 
price of the tanker that came from private banking for which there 
was no demand on the Treasury or the taxpayers. 

Up to now, we have got all the tankers we would have had to buy 
and we paid out three times $65,000. 

Mr. Petty. One final question: Are any of these tankers that are 
in default owned by subsidiary corporations with limited capital but 
yet whose parent corporations have plenty of money they could dig up, 
if necessary @ 

Mr. ALLEN. I do not think so. Some of the guaranteed mortgages 
have been discussed here and other tanker problems but those are not 
in default. 

Mr. Petty. Thank you, Mr. Chairman. 

Mr. Bonner. Does counsel have any questions? 

Mr. Touuterson. Mr. Chairman, while we are waiting for counsel, 
I have one other question I would like to ask which I meant to ask. 

You, being in the Naval Reserve, should be able to tell me this: 
Isit not the Navy’s position we have a deficiency of tankers ? 

Mr. Forp. That has been the position up to now. 

Mr. ALLEN. I think that is true. I think the latest Maritime-Navy 
document, which I think is in the record of the committee, shows that, 
and that is within the year. 

Mr. Bonner. Mr. Drewry ? 

Mr. Drewry. Mr. Secretary, the only security the Government has 
is the vessel ; is that correct ¢ 

Mr. ALLEN. Yes, sir. 

Mr. Drewry. Equity in the vessel ? 

Mr. ALLEN. Yes, sir. 

Mr. Drewry. Could not this thing wind up at some point where the 
Government had a fractional interest in quite a number of tankers 
with no prospect of getting its money out except when the tanker 
market improved ? 

Mr. Aten. If that were the policy, I presume so, but at any time 
that the Government did not wish to make an advance to secure a loan 
it could refrain from doing so in which event the owner of the vessel 
would have the option of going into a complete default and losing it, 
or making other arrangements. 

The Federal Government always has the power of decision as to 
how far it wants to go. 

Mr. Drewry. That is purely discretionary ? 

Mr. Auten. Yes, sir. 

Mr. Drewry. Have you gone into these cases you have at present, 
whether if you were to let them go into default and repossess the 
tanker, whether you would be able to come up whole even now, in view 
of the downpayment made and possibly other payments ? 











108 MERCHANT MARINE LEGISLATION 


Mr. Auten. I do not think we have gone into that question with the 
prospect of taking action, but at this point, I think we have not had 
any case presented where we would want to own a tanker rather than 
have the transaction stand as it is. The decision is implied in that 
$65,000 advanced that we would rather have the transaction kept in 
vane than to take the more drastic action of acquiring the mortgagor’s 
right. 

Mr. Drewry. The insurance of the mortgage in the first place was 
predicated on the necessity of the United States having tankers under 
an American flag, new tankers; is that correct ? 

Mr. Aizen. That was certainly my opinion, and the reason for sup- 
9orting that type of program. I think the same thing was true of the 
Gexeomanes of Commerce at the time. 

Mr. Drewry. Let us say either way, as long as the tanker is in being 
under the American flag, then Uncle sam has basically what he wants 
and what he went into the transaction for in the first place ? 

Mr, Auten. As you know, my thought has always been that a ship 
under operation and in the hands of an uperator was better than a 
Government ship in layup from the Government’s standpoint. 

Mr. Drewry. What about a ship, that the Government has a big 
financial stake in, being in layup in private hands? 

Mr. Auten. I think it is less likely to continue in layup in private 
hands than it is in the laid-up fleet. 

Mr. Drewry. The main advantage to the Government in this legis- 
lation is being able to avoid having to pay out substantial sums of 
money at one time? 

Mr. Auten. That is correct. 

Mr. Drewry. But pay out smaller sums instead ? 

Mr. ALLEN. Smaller chunks of money if, as, and when required and 
in lieu of paying out a sufficient capital to acquire vessels. 

Mr. Drewry. Of course, this would be a variable item and would 
be accruing some interest. 

Mr, Auten. Yes. 

Mr. Drewry. Have you gone into the question of whether these 
defaulted payments could be made up from other sources by the 
mortgagors ? 

Mr. Merz. Yes, sir. They have to furnish us with a financial state- 
ment of the company itself and we have even pressed them to tell us 
the assets of the stockholders of the company to see whether or not 
they have assets which they could make available for the purpose of 
increasing the equity in the form of stock purchased and in that way 
getting more money into the corporation. We do that in every case. 

Mr. Drewry. Do you have any way under insurance contracts of 
being able to reach that additional money ? 

Mr. Merz. No, sir. 

Mr. Atien. It would influence our judgment as to whether we 
made the advance or let the mortgage go to default. That would be 
the leverage. 

Mr. Drewry. Did I understand you to say you have reason to be- 
lieve that the overall picture is going to improve very soon and that 
that is just a little bit of a risk you are taking ? 

Mr. Auten. I believe I said that most prognostications are to the 
effect that in 2, 3, or 4 years, the tanker slump, so-called, will dis- 
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appear. At that time, increasing demands, plus the disappearance of 
superannuated ships, will make these present new ship tonnages 
usable. 

Mr. Drewry. Of course, this procedure might also hasten the dis- 
appearance of the superannuated ships? 

Mr. Auten. It could. Competition for business by the newer ships 
might have that effect. 

Mr. Drewry. In which the Government already has a substantial 
equity ? 

Mr. Auten. Well, my personal recommendation has not been to 
prefer privately owned ships with Government equity to any other 
privately owned ships. In that respect, I have had the opinion that 
all American-flag operators, or all American owners, for that matter, 
should receive the same consideration as if there were no Government 
funds tied up in any specific ships. 

Mr. Drewry. I am not sure I quite understand that point. 

Mr. AtLEN. Well, there was some suggestion we should encourage 
the use of these ships as against other American-owned ships, because 
the Government had a mortgage on some of them. My opinion was 
that we should not do that. We should let the American operators 
keep their competitive opportunities in the private enterprise field 
and not have Government pressure. 

Mr. Drewry. That carries it one degree, but, one step further. 
Would not the very fact that the Government had bailed out some 
of these operators, put them at a comparative advantage over those 
other operators who had not defaulted on their payments ? 

Mr. Auten. To an extent, I think that is right, but I think we were 
serving the Government’s interest in deciding to pay the three install- 
ments rather than to get the ship back at the expense of putting the 
whole amount out of Government funds, 

Mr. Drewry. That is al! I have, Mr. Chairman. 

Mr. Bonner. Thank you, Mr. Allen. 

We will now go into executive session. 

(Thereupon, at 12:20, the committee went into executive session. ) 
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FRIDAY, JUNE 17, 1960 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MerCcHANT MARINE 
OF THE COMMITTEE ON MercHant MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to adjournment, in room 
919, Old House Office Building, Hon. Herbert C. Bonner (chairman 
of the committee) presiding. 

Present: Representatives Bonner, Miller, Zelenko, Downing, Casey, 
Tollefson, Van Pelt, and Pelly. 

Present also: Representative Dingell. 

Staff members present: John M. Drewry, chief counsel; Robert H. 
Cowen, counsel, and William B. Winfield, chief clerk. 

The CuatrrMAN. The committee will come to order. 

The first witness is Hon. Charles Potter, executive director of the 
Committee of American Tanker Owners, Inc. 


STATEMENT OF CHARLES POTTER, EXECUTIVE DIRECTOR, COM- 
MITTEE OF AMERICAN TANKER OWNERS, INC.; ACCOMPANIED 
BY MARVIN COLES, GENERAL COUNSEL 


Mr. Porrer. Mr. Chairman and members of the committee, I have 
with me Mr. Marvin Coles, who is counsel for the Committee of 
American Tanker Owners. 

The CuatrMAn. You may proceed. 

Mr. Porrer. First, Mr. Chairman, let me say it is a pleasure to 
appear before this committee. About 15 years ago, when I was a 
Member of this body, I had the good fortune and pleasure to serve 
on this committee for about 5 years so that it is a pleasure to be back. 

The CuatrMAn. We are delighted to have you, sir. 

Mr. Porrer. Mr. Chairman and members of the committee, my 
name is Charles Potter and I am here today in my capacity as execu- 
tive director of the Committee of American Tanker Owners, Inc. 
The Committee of American Tanker Owners, Inc., is composed of 
13 companies owning the most efficient, largest, and modern tankers 
inthe world. The tankers constructed by the members of this com- 
mittee were all built with Government mortgage guarantees represent- 
ing a total mortgage obligation to the Government of over $200 mil- 
lion and a private investment on the part of the owners in excess of 
$50 million. 

Mr. Chairman, I wish to make a preliminary statement which will 
be followed by more detailed statements by Mr. Joseph Kahn, the 
president of the Committee of American Tanker Owners, Inc., and 
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Mr. Thomas Spears, the president of the National Transport Corp, 
and the owner of one of the world’s largest tankers. 

We wish to discuss with your committee, Mr. Chairman, the legis. 
lation which would authorize the Maritime Administration to make 
advances to cover mortgage and interest payments on Government- 
insured tanker mortgages. The enactment of this legislation would 
not solve our problem but will give us a breathing space. 

We also would like to discuss with your committee our views as to 
what Government action can be taken to provide the cargo necessary 
for the utilization of these modern tankers. 

First, I wish to stress why the pending legislation is necessary, 
At the time of the Suez crisis the Department of Defense, the Depart- 
ment of Commerce, and the Congress became greatly concerned—and 
rightly so—by the lack of tanker construction since World War II. 
It was stressed time and time again that unless new modern tankers 
were built our national security would be greatly impaired. As a 
result of proper Government concern over the lack of new modern 
tankers for our national defense, legislation was enacted as an induce- 
ment and encouragement for private capital to invest in the con- 
struction of these tankers and the Government guaranteed the mort- 
gages on these ships under title XI of the Merchant Marine Act of 
1936, these tankers to be built in American shipyards and to fly the 
American flag. 

From the time this program was adopted until these ships were 
launched, the economic condition for their use changed considerably. 
At the present time there is a surplus of tanker tonnage as compared 
to the petroleum products to be shipped. The American-flag tanker 
is unable to compete with foreign-fag tonnage in the offshore petrole- 
um trade. 

Therefore, the members of our committee have their new vessels 
either laid up, losing as high as $5,500 per day, or have them employed 
in the spot market, still suffering great financial losses. Their work- 
ing capital is being drained at an alarming rate. Time is of the 
essence. In a matter of months, unless legislation of this kind is 
adopted, the Federal Treasury will be called upon to make default 
payments of approximately $200 million, the private investment of 
over $50 million will be lost and this program—despite the urgin 
of the interested agencies of Government and the Congress—will 
be an admitted failure. Consequently, it seems consistent and logical— 
and as I understand it, this is also the position of the administration— 
that Federal funds be used to meet the mortgage and interest pay- 
ments when due. This bill would enable the Government with an 
expenditure of a few million dollars to keep from making default 
payments of over $200 million. The Government’s obligation on its 
mortgage guarantees would be reduced by the amount of funds paid 
on current mortgage payments. 

Mr. Kahn and Mr. Spears will go into this subject at greater length 
in their testimony. I would like to leave the committee with the 
thought that this legislation is desperately needed and the sands of 
time are running out. We cannot wait until the patient is dead before 
we administer first aid. 

Most experts agree that the world tanker surplus which exists 
demand should be reached in the next couple of years. Our warbuilt 
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tankers are fast reaching the age of obsolescence. There are no new 
today is temporary in nature and that a balance between supply and 
American-flag tankers being constructed at the present time. There- 
fore, if the United States is to meet its national security obligation, 
it is essential that everything possible be done to encourage the in- 
creased use of American-flag tankers. This bill does not provide 
one additional ounce of cargo. However, it will buy time until there 
js an upturn in the market. 

There is a bill before your committee, Mr. Chairman, H.R. 12460, 
which provides that the Secretary of Commerce make advances on 
guaranteed mortgages in which we concur. However, in subsection 
3 of said bill it states that any vessel which has received advances 
shall not be eligible under the cargo preference law in carrying De- 
partment of Agriculture products shipped under Public Law 480. 
Of course, this provision is discriminatory in nature against title XI 
tankers and would defeat the purpose of the legislation now under 
consideration. It would be certainly more costly to the Government. 

Mr. Chairman, we sincerely hope your committee will favorably 
report H.R. 10470. 

The CHarrman. Mr. Miller. 

Mr. Mixer. This title, H.R. 12460, subsection 3, states that an 
vessel receiving advances shall not be eligible under the Cargo Pref. 
erence Act. Why is that discriminatory against tankers? 

Mr. Porrer. Because at the present time some of our tankers are 
engaged in the grain trade due to the fact that there is no petroleum 
cargo. 

Fin not talking just about title XT tankers but all kinds of tankers. 
Even tankers owned by major oil companies are engaged in the trade. 

This bill would point out to title XI tankers that “this trade is a 
trade that you cannot have but Gulf Oil, for example, can have.” 

Mr. Mirier. Of course, when tankers go into the grain trade they 
displace conventional-type ships in that trade. 

Mr. Porrsr. That is true. 

Mr. Mrtter. So that besides having surplus tankers we have a 
surplus of other type shipping, is that right? 

Mr. Porrer. We wish that there were trades for each specific type 
of ship that we might have. 

Mr. Mitirr. The feature is, Senator, as you know, that when we 
need tankers and ships we need them pretty badly and we have to keep 
them afloat. 

Mr. Porrer. That is right. 

I might say, Congressman Miller, as you well know, I think most of 
us agree that the world conditions are not such today that we can let 
down our national security guard. The Suez crisis was very complex. 

Mr. Mirurr. I would prefer that you say that rather than have me 
say it right now because it might be interpreted in the wrong way. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Tollefson. 

Mr. Totinrson. Mr. Potter, if and when the bill ever reaches the 
floor, I am sure that there is going to be one question asked at least. 
That is, “Does this bill actually cost the Government any additional 
money?” In other words, if the Government picks up the payments 
in default, the amount of those is deducted 
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Mr. Porrer. From the amount of the mortgage guarantee so that 
if a ship has a mortgage guarantee of $10 million aaa the Govern- 
ment, in order to meet mortgage payment pays $500,000, the Govern- 
ment’s obligation is reduced by that $500,000, 

Also, as the market increases so that the ship is earning money, 
of course, that is paid back to the Government. 

Mr. TotteFson. Now, in your testimony you make mention of the 
fact that there is a possibility that, if all of these mortgages fall into 
default, the Government may have to dig up around $200 million 
right now. 

Mr. Porrrr. That is right. 

Mr. Toiierson. Of course, that would have to be borrowed, would 
it not? 

Mr. Porter. That is right. 

Mr. Totierson. These payments authorized to be paid by the Goy- 
ernment, then, simply protect the Government’s interest, as [| 
understand it. 

Mr. Porter. That is right. This legislation is really legislation in 
the interest of the Government. I can assure you that none of the 
Government agencies look forward with pleasure to tapping the Treas- 
ury for about $200 million in the next 6 months. It is a prudent 
business means of handling a situation which is to say the least 
awkward. 

Mr. Totuerson. The Senate bill differs in language from the House 
bill. 

Mr. Porrrr. Yes. 

Mr. Totterson. Would you care to comment on that? 

Mr. Porrer. If I may, I prefer to have our General Counsel com- 
ment on the language in the two bills. 

Mr. Torierson. Let me ask you a simpler question. 

Which bill do you prefer, the House bill or Senate bill? 

Mr. Porrer. I think the Senate bill, as reported out and _ passed 
by the Senate, encompasses much of the language that the Depart- 
ment of Commerce proposed and it is very acceptable to the tanker 
owners and we would prefer the Senate version. 

Mr. Totierson. Mr. Chairman, could I ask the counsel to, if he 
will, explain the difference between the two bills? 

Mr. Cores. Yes, sir. The basic difference is that the bill before 
this committee provides that the Secretary of Commerce may obtain 
funds to pay these advances and then establish whatever security he 
needs to guarantee the repayment of those advances made by the 
Government. In other words, in broad terms, the Senate bill has the 
same provision for the Secretary of Commerce obtaining the money 
but then spells out the specific security that the Secretary of Com- 
merce shall obtain to protect the Government’s advances. 

Mr. Totzierson. Thank you. 

That is all, Mr. Chairman. 

The CHatrman. Mr. Zelenko. 

Mr. ZetenKo. Mr. Potter, all of these companies you are talking 
about come under the title XI insured tankers, is that right? That 
is the group? 

Mr. Porrrr. That is right. 

Mr. ZetenKo. Most of these companies traded out to foreign flag 
a certain number of American-flag vessels and through that tradeout 
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started to build these vessels that we are talking about. Is that the 
fact ? 

Mr. Porrrr. Yes, some of them did. Of course, they did it under 
authorization from the Government. 

Mr. ZeLeNKo. Well, however they did it, I do not say that it was 
illegal. In the course ‘of the tradeouts, they made some real monetary 
gains, did they not? 

Mr. Porrer. That I would assume would depend upon the individ- 
ual case involved. I know that probably some of them did make some 
monetary gain so far as their tradeouts were concerned. 

Mr. ZELENKOo. We have a list. I shall not mention names. I think 
there was some understanding not to mention names of companies. 
There seem to be now about four companies which are in emergency 
status on this thing right now. One of the companies traded out ‘three 
ships and had a gain of about $2 million-odd as a result. One of them 
got almost $2 million and another almost $3 million and another $314 
million. 

I would assume that the vessels that they have under foreign flag 
now are still earning money. The ones that you are talking about are 
under American corporations ? 

Mr. Porrer. Yes. 

Mr. ZELENKO. The quid pro quo in the deal was to let them transfer 
out. You also have some prospective companies under this group that 
you are talking about that may be in emergency status shortly. There 
are about four companies right now that are in default and there may 
besome others. They are all in the same boat. 

Mr. Porrer. Yes. 

Mr. ZELENKO. I am very interested in the list of the prospective 
companies which are under that category of which you speak. One is 
the Onassis group which I shall mention. 

Mr. Porrer. I might state to you, Mr. Congressman, that Onassis is 
not a member of our committee. I understand that he has a ship 
built under title XI mortgage guarantee but that is something that I 
am not here to speak for or against. Whatever happens, if this legis- 
lation passes, it is not mandatory that the shipowners get payment in 
heu of default. It is within the discretion of the Maritime Admin- 
istration and the Secretary of Commerce. They would have to use 
their judgment. 

I say 1 am not here to speak for Mr. Onassis. He is not a member 
of our committee. 

Mr. ZeLENKO. But he would come in the same category if this legis- 
lation passed. 

Mr. Porrer. Hisship is not built as yet. 

Mr. ZetENKo. One of them is. 

Mr. Porter. It is not a title XT ship. 

Mr. Zetenko. He may not be a member of your committee but he 
would be entitled to the same benefits as would members of your com- 
mittee if this legislation passed. 

Mr. Porrer. As I s say, his ship is not built as yet. As a matter of 
fact, I understand that even after it is built he has a charter for it. 

Mr. ZetenKo. I do not want to go into the details of his operation 
except to indicate that he could come under this if this legislation 
passed, which leads me to the question which I am going to ask you. 
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Why would it not be fair to the Government and to the taxpayers 
to have some of these companies which are in default now under the 
American flag use some of their funds from their traded-out ships 
under the foreign flags which are earning money to pay for this 
mortgage default. They got a windfall in the first place. 

Mr. Porrer. It would all depend on what you mean by a windfall, 

Mr. ZeLtenKo. I mean money. 

Mr. Porrrr. Now, these are expensive ships, ships that cost from 
$14 to $20 million. First, the Government mortgage guarantee was 
871% percent. That means that they had to put up 121% percent of 
their own money. Besides that they had to put up funds in reserve, 
operating funds to meet mortgage and interest payments for a year’s 
time, so that it seems that these men, in order to go into this program, 
invested a considerable amount of their own funds to build the ships 
in American shipyards, to employ American labor and to furnish 
the ships that the Government said we needed for national defense. 

Now, I recall at the time when this program was brought under 
title XI, at the time of the Suez crisis, that the Department of Defense 
came here and said, “We need a hundred of these large supertankers.” 
They wanted the Government to build them and the Congress, in its 
prudence, which I think was wise, said, “Why should the Government 
tie up all this money for 100 supertankers when they do not need them 
except in case of war? Why do we not encourage private invest- 
ment ?” 

How do you encourage private investment? Certainly no bank is 
going to go out and lend $20 million to build a tanker without Gov- 
ernment guarantee. The only way that they could encourage private 
investment was to have them come under this title XI program. 

Now, hindsight is always better than foresight. I think these men 
used their own business judgment and I would assume that maybe 
today they would say they could have spent their money to better use 
but, as far as the Government is concerned, the Government got what 
they wanted. They got the ships without so far spending one nickel. 

Mr. ZeteNnko. Neither did these companies. Many of them never 
spent acent. They had to put down 10 or 12 percent which they were 
able to work out by trading their ships foreign so that in fact it did 
not cost them anything. 

I will not go into details because you said that will be taken up 
by another witness but it did not cost most of them a penny. 

Mr. Porter. Most of your traded-out ships have been sold. 

Mr. ZetenKo. My point is, Senator, that on most of these trans- 
actions, the trade-outs did not cost the companies one penny because 
they were able to make up the amount that they had to pay asa 
downpayment on the new vessels by what they gained by trading out 
to foreign flag with the increased business, the lower costs and the 
benefit of not paying taxes. They used that money for the down- 
payment so that it cost them nothing. Many of them are still making 
money on the foreign-flag ships because of the advantages that they 
have of no taxes and lower wages. These are separate corporations. 
They want the Government to make good their defaults here and I 
think that they should use some of the funds from the traded-out ves- 
sels that make these mortgage payments. I do not say that the Gov- 
ernment should pay. 
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In effect, and I can prove my figures and I intend to do it in the 
near future, most of these companies put down nothing or very little 
if anything to put these deals through because they used the funds 
that they pot and the added capital that they got as a result of the 
trade-out for the downpayment on the new ships and they have been 
riding free. 

I have nothing further at this time, but this is what I intend to 
produce before the committee and I have just discussed my feelings in 
general, Senator, because you have given a general statement, too. 

Mr. Porrer. I am sure that Mr. Kahn or Mr. Spears, who are in the 
operation of the program, would probably be able to answer that 
better than I. 

Mr. ZeLENKO. I have no further questions, Mr. Chairman, 

The Cuatrman. Mr. Pelly. 

Mr. Petty. Senator, I recall appearing before you when you were 
presiding at a committee and it is a pleasure to see you here today. 

Mr. Porter. I hope I make as good a witness as you did. 

Mr. ZELENKO. Senator, will you excuse the tone of my voice? I 
am aware of the great contribution that you have made to the com- 
mittee on the legislation here. 

Mr. Mitier. If you want to make the Senator smile you start talk- 
ing about the lamprey eel. 

Mr. Petty. This $200 million which the Government might be 
called upon to pay comes out of a fund which is made up from in- 
surance premiums; is it not ? 

Mr. Porrer. Yes. 

Mr. Petiy. Do you know the amount of that fund now? 

Mr. Porrer., Well, the Department of Commerce stated that by the 
end of this year they anticipate that there will be $4 million in the 
fund. What it is at the present time I do not know but they expect 
that it will amount to about $4 million by the end of this year. 

Mr. Petty. Based on your past experience and your very ample 
knowledge of the operation of the Maritime program, do you believe 
that the insurance premiums are adequate and that this fund is solvent 
in the light of conditions over a long period of years ? 

Mr. Porter. I do not believe it is for this emergency and that is 
the reason we are asking for this legislation to make sure that there 
are ample funds to carry the program. 

Mr. Petty. Is it not a fact that the Maritime Administration is 
charged with the responsibility of looking into the affairs of the 
owners of these tankers to be sure that if they made any windfall 
profits or if they have any resources in any way that those would be 
used before any Government payment ? 

Mr. Porrer. That is right. This is not a mandatory program. I 
am sure, I know that the Maritime Administration will scrutinize 
every one of these companies and their resources before they make an 
advancement. As a matter of fact, they have already done so. 

I know the members of the committee that I represent, these 13 
shipping companies, have had to supply to the Maritime Adminis- 
tration all their financial data and it has been gone over with a fine 
tooth comb. They are very prudent in their analysis of what can 
and should be done. 
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If a company applies for a mortgage payment in lieu of default, 
the Maritime Administration does not just give it to them. They go 
into it and many times will hold them back or else say, “We will take 
care of the interest,” or “we will take care of the principal payment.” 

I can assure you that even if this legislation goes through, it is no 
guarantee that all the companies will necessarily get payments in liey 
of default. The Government may still take them over. It is within 
the discretion of the Department. 

Mr. Petry. Of course, it does not come under the jurisdiction of this 
particular committee, but, as I look at the ownership as it is given to 
me of some of these tanker corporations, it certainly has every indica- 
tion that very careful precautions have been taken to limit the amount 
of taxes that are paid. I see ownership in holding corporations, 

I think maybe we should not bring that into this committee. That 
should be before the Ways and Means Committee looking for ways and 
means to raise more revenue, but I feel bound to say that there must be 
a minimum of taxes paid by these ventures. 

Mr. Porrer. I do not think so. These are American corporations, 
They are paying the same type of taxes that any other American cor- 
poration would pay. 

Mr. Petxy. Well, I notice, for example, that there is the Farm 
Bureau Cooperative and the Grange League and there are cooperative 
ownerships in one of these. 

Mr. Porter. If there is, Congressman, that is news to me. I have 
no knowledge that that is the case. I am sure that is not true. 

Mr. Petry. I know that there are cases where some banks have some 
nonvoting cumulative stock which I assume would be fully taxable but 
it just amazed me that in one of these corporations farm bureaus were 
investing. 

Mr. Porter. I am amazed myself. 

Mr. Petty. It isin the chain of ownership. 

Here is one corporation that is owned by a refining company and 
then, in turn, the refining company is owned one-third each by a co- 
operative Grange League, a farm bureau, and another cooperative 
group. I did not know that that type of ownership was involved. 

Mr. Porter. Mr. Pelly, if that be true, you learn something every 
day because I have no knowledge of it. 

Mr. Petuy. As I say, it is not properly before this committee and 
I have just seen this list. 

Mr. Porrer. If that be so, I am sure that it is not a member of the 
group that I represent here. 

Mr. Petty. I have just one further question. With regard to the 
possible amendment that might be put in to prevent the use of the 
50-50 privilege under this enabling legislation, we would have to have 
the information in order to properly debate the issue in the floor. The 
tankers getting into this field would be competitive with tramp vessels; 
is that correct ? 

Mr. Porrer. Yes; that would be correct. However, I do not know 
as I ever recall when Congress has limited any ship as to type of 
cargo that they would carry. Your subsidized lines are limited to a 
certain trade route but they are not limited so far as cargo, and I 
just cannot conceive that in any legislation Congress would so limit 
any ship, and particularly ships where you have a Government mort- 
gage guarantee and the thing you want to do is to keep them employed. 
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Mr. Pewiy. I agree. I think it is an attack on the 50-50 provision 
and it would be very dangerous to put your toe in the door. It 
would be very harmful. 

Mr. Porrer. There is no question about it. 

Mr. Petty. Do not these tankers, when they are idle, take this grain 
at a great saving to the taxpayer ? 

Mr. Porrer. Oh, yes. It is competitive, though. They have to 
bid. These are large ships and I can assure you that every tanker 
owner would much prefer to carry petroleum rather than grain but 
when you have a ship laid up costing $5,500 a day and can get a 
cargo and only lose $2,000 a day, you are going to take it. 

Mr. Minter. Would the gentleman yield there? 

Mr. Petty. Yes. 

Mr. Mitier. He saves $2,000 a day and then some ship that is de- 
signed primarily to carry this grain loses another $5,000 a day and 
pretty soon they come back to us, so that, is it good business to take 
cargo at a loss in the overall to the American economy ? 

Mr. Porter. It is a loss primarily because of the capital investment. 

Mr. Miter. In the American economy, is it good business to under- 
cut to protect yourself? Is this a healthy thing to the economy, 
overall ? 

Mr. Porrer. No; it is not healthy but I would say this: This is 
a competitive business and I do not think that Congress should get 
into the field of designating the type of cargo that certain ships would 
have. I would assume a ship belonging to Gulf Oil, for example 

Mr. Miuirr. I will not go that far. I would say that this is a 
competitive business, well supported, favored by Government. 

Our berth ships are all subsidized and all efforts are being made 
to subsidize our tramps and certainly this is the greatest form of 
subsidization in the country. Certainly we need ships but should we 
destroy one section of an industry that the Government subsidizes? 
You would never have had some of the investments that are shown 
here, some of the insurance companies put up their money unless it 
was guaranteed. 

If Mr. Pelly wants to go into private business nobody is going to 
guarantee his loans. We recognize that this is fraught with great 
public interest. 

Excuse me. I am taking your time. 

Mr, Petty. If we had a very unusual sale of grain to India and 
the normal channels of trade could not carry that, I could see where 
you could have a tanker that was bringing back oil from that part 
of the world back there and was going to travel empty out there and 
you filled her with grain that the general consumer in the world is 
benefiting and I can see nobody that would be hurt because we just 
do not have ships available to carry the size of cargo that would 
come under that new sale. 

Mr. Porter. That is right. 

Mr. Petty. I wanted that in the record because I think probably, 
as I gather, we are going to have an attempt to put a prohibition in 
the bill which I think, based on what you say, I should oppose. 

That is all, Mr. Chairman. 

Mr. Downina. Senator, what sort of security is contemplated for 
these advance payments ? 
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Mr. Porter. Mr. Downing, you are a lawyer and I will let our gen- 
eral counsel answer that. 

Mr. Downing. Mr. Coles. 

Mr. Cotes. Mr. Downing, the Maritime Administration attempts to 
get a second mortgage. In order to get a second mortgage, the lend- 
ing institution must give its permission because all of the mortgage 
documents, that I know of at least, provide that there shall be no other 
liens on the vessels except certain specified kinds, and therefore the 
consent of the bank must be gotten. 

Mr. Down1ne. Even on subsequent liens? 

Mr. Cores. That is correct, sir. In the event that the bank consents 
to a second mortgage, such a second mortgage is put on. 

In the event that the bank does not consent to a second mortgage, 
the Government takes as a right of subrogation. 1 

The Maritime Administration’s view is that by paying a principal 
payment they are subrogated to the right of the mortgagee who has 
been paid. 

Mr. Downtna. Should the legislation have any terminal date or 
should it have any termina] date, in your opinion ? 

Mr. Porrer. No, it has no terminal date. 

Mr. Downrne. That is all, Mr. Chairman. 

The Cuarrman. Mr. Casey. 

Mr. Casey. No, thank you, Mr. Chairman. 

The Cuatrman. Does counsel have questions ? 

Mr. Drewry. No, sir. I believe not, Mr. Chairman. 
The Cuarrman. Thank you. 

Mr. Porrer. Thank you, Mr. Chairman. 

The Cuatrman. The next witness is Mr. Spears. 


STATEMENT OF THOMAS SPEARS, PRESIDENT, NATIONAL TRANS- 
PORTATION CORP., ACCOMPANIED BY MARVIN COLES, GENERAL 
COUNSEL 


Mr. Spears. Mr. Chairman, my name is Thomas Spears. I am the 
president of National Transport Corp. of 10 Columbus Circle, New 
York City, N.Y. My appearance today is in support of H.R. 10470. 

National Transport Corp. owns the tanker Vational Defender. This 
ship is the largest tanker ever registered under the American flag. To 
give you an idea of its size, let me explain that she carries 65,000 dead- 
weight tons of petroleum products. This means that in each voyage 
she can carry over 18 million gallons, enough to fill the average gas 
tank a million times. The ship is 810 feet long: if it were too stand on 
end, it would be taller than the Chrysler Building. Her speed is 17.7 
knots, which makes her one of the fastest tankers in the United States. 
She was delivered to us by Newport News Shipbuilding & Dry Dock 
Co. in October 1959. In short, she is the most modern tanker in Amer- 
ica; she can carry oil more cheaply than any other American ship. 

In spite of all this, National Defender never left the dock except 
to make her trial trip until recently. Since the day she was built we 
have been unable to obtain any profitable employment for this ship. 
Because of the present tanker situation, this queen of the American 
tanker fleet is unable to pay her mortgage obligations. Unless some- 
thing is done through the good offices of this committee, the mortgage 
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on this ship soon will be forclosed and the Government called upon 
to meet its guarantee obligations. 

The contract for this vessel was made early in May 1957. You will 
recall that, as a result of the Suez crisis, our Government sought to 
have new American tankers constructed. You will further recall that 
efforts were being made to obtain the largest possible tankers in order 
to avoid a repetition of the Suez situation. With the encouragement 
of the Government, and with the firm belief that this type of shi 
could be operated profitably, we entered into a contract under whic 
we paid over $19 million for this magnificent vessel. In order to en- 
courage its construction, the Maritime Administration agreed to 
guarantee a loan in the amount of over $16 million, which we obtained 
from one of the New York savings banks. My own company put in 
its equity funds of approximately $4 million. 

Our mortgage payments which we are required to meet, amount to 
approximately $1,500,000 per annum. As a result of the continued 
low tanker rates, the mortgage payments which we have been re- 
quired to meet during this layup period and the mortgage payments 
that we will soon be required to meet in the coming months, I regret to 
have to inform the committee that unless some action is taken promptly 
we soon will be unable to meet our mortgage payments and the Gov- 
ernment will be required to pay almost $16 million to the bank under 
its mortgage guarantee. 

May I also add that I know of over a dozen ships of smaller size 
than my own on which the Government has guaranteed mortgages of 
almost $200 million. Unless some aid can be given to these owners, the 
Government also will be required to meet their guarantee obligations 
on that amount as well. 

What can be done to avoid and remedy the present situation? The 
first step must be an enactment of the present bill so as to permit the 
Maritime Administration to make advances on mortgage obligations, 
rather than being required to wait until actual default has occurred 
and then paying the whole amount. Under existing law, the Govern- 
ment must pay the full amount of the mortgage after default; but it 
cannot make relatively minor payments to avoid default. The present 
bill will permit such advance payments to avoid default occurring. 
In my opinion the costs to the Government of so doing would be nil. 
Every dollar paid on principal would reduce its outstanding guarantee 
obligation by $1. Whatever is advanced on interest would be 
equalized by the interest costs the Government would save by not 
being required to pay the total amount payable under the present 
legislation on default. Moreover, I believe that within a short period 
of years the tanker situation should so improve as to permit all of 
these advances to be repaid to the Government. 

The second step which the Government should take to remedy the 
present situation is to insure that at least 50 percent of all oil imports 
into the United States is carried on American tankers. As far as 
I know, every major maritime nation requires by law or practice 
that at least one-half of its oil imports be carried on ships of its 
own registry. Obviously, they feel that this is necessary to serve 
their own commercial needs and to provide them with an adequate 
tanker fleet in the event of war. The same reason exists for require- 
Ing that at least one-half of our own country’s imports be carried 
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on American tankers. We, too, have a defense and commercial need 
for American petroleum carrying ships. 

The bill now before this committee would authorize the Secretary 
of Commerce to call upon the Treasury for funds to make advances 
in the same manner as is now author ized by Congress to obtain funds 
to pay defaults. The companion bill as it passed. the Senate also con- 

tained this provision. The amendment suggested by the Department 
of commerce, however, would limit the making of advances to money 
in the Federal ship mortgage insurance fund or moneys obtained from 
appropriations. As recently as 1958, this committee and the Con- 
gress enacted legislation authorizing moneys to be obtained from the 
Treasury because of the fact that the appropriation procedure did 
not meet the need of this guarantee provision. It would be even more 
cumbersome to get. the far smaller amount required to make advances 
in order to avoid defaults, as there is no assurance that there will be 
moneys in the insurance fund or that Congress will be in session at 
times when defaults might occur. Accordingly, may I recommend 
to the committee that the suggested amendment of the Department 
of Commerce on this point be rejected and that the language in this 
bill as adopted by the Senate be retained. 

I have recently been informed that a bill has been introduced by 
request (H.R. 12460) which would permit the advances to be made, 
but which would further provide that ships obtaining such advances 
could not participate in 50-50 cargoes. The inclusion of such a pro- 
vision would completely defeat the purposes of the pending bill as 
well as being most unfair to owners such as myself. My own title XI 
vessel was unable to obtain any oil cargoes and remained tied at the 
pier for many months after delivery. The only cargo we finally could 
obtain was Public Law 480 grain cargo to South America. Other 
American tanker vessels have become increasingly dependent on 
grain cargoes, and even the tankers of several of the major oil com- 
panies participate in this Government sponsored grain movement. 
To restrict tankers obtaining mortgage advances from participating 
in the grain movement would put this class of ship at a complete dis- 
advantage as compared to all other American-flag tankers and would 
be unfair both to the owners as well as to the Government which 
guarantees their mortgages. 

Mr. ZetenKo. You sold them right after they were traded out? 

Mr. Spears. They were traded out for the purpose of selling them 
for foreign registry. 

Mr. ZeveNKo. When you say you sold them, you mean you sold 
them toa foreign registry company ? 

Mr. Spears. That is correct. 

Mr. ZetenKo. Do you know if they are still working for that for- 
eign registry ¢ 

Mr. Spears. I am not certain, sir. 

Mr, Zetenko. Do you or anybody in your company have any in- 
terest in that foreign registry to which they were sold ¢ 

Mr. Spears. No, sir. 

Mr. Zetenxo. At what price were they sold? 

Mr. Spears. Well, they were sold, if I remember correctly, about 
$425,000 over the then prevailing prices for American flag vessels. 

Mr. ZELENKO. $425,000 each ? 
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Mr. Srears. That is correct, sir. 

Mr. ZELENKO. How many vessels were there? 

Mr. Spears. There were four Liberty-type vessels and one tanker, 
4 T-2 type tanker. 

Mr. ZELENKO. That is five. 

Mr. Spears. That is correct, sir. 

Mr. ZELENKO. That would make about $2 million over what the 
regular price was? 

Mr. Spears. That is correct. 

Mr. ZetenKo. That took care of at least over half of your down 
payment on your ship, did it not, the one that you are talking about? 

Mr. Spears. That is correct, sir, about half of the equity funds. 

Mr. ZeLENKO. You do not have the exact figures, do you? 

Mr. Spears. I do not have them very accurately but the capital of 
our company is roughly $4 million and, therefore, we put about $2 
million of our own funds and $2 million which were derived from the 
sale of these vessels. 

Mr. ZELENKO. Is this the only vessel that your company owns ? 

Mr. Spears. This is the only vessel that National Transport owns. 

Mr. ZetENKO. When you say “National Transport,” that is a sepa- 
rate corporation for this vessel ? 

Mr. Spears. That is correct, sir. 

Mr. ZeELENKO. But the people connected as officers and directors of 
National Transport, and I assume you are one of them, have interests 
in other vessels ? 

Mr. Spears. Yes, sir. 

Mr. ZELENKO. Do you incorporate each of them under a separate 
corporation? Is that the general idea? 

Mr. Spears. That is correct. 

Mr. ZeLENKO. Does this same group of yours run foreign-flag 
vessels ? 

Mr. Spears. Yes, sir. 

Mr. ZeLENKO. Are any of those foreign flag vessels, vessels that were 
traded out or transferred from American registry to foreign flag 
registry ? 

Mr. Spears. Yes, there were, sir. 

Mr. ZeLENKO. About how many ? 

Mr. Spears. I would say roughly about seven. 

Mr. ZeELENKO. Were they transferred out, of course, with permission 
of the Maritime Commission ? 

Mr. Sprars. That is correct. 

Mr. ZrtENKo. Were they also transferred as a result of build and 
trade out like this or were they just given permission to transfer 
out ? 

Mr. Spears. They were transferred out without any commitment to 
build. 

Mr. ZrLENKO. This same group outside of the corporate entity is 
allthe same group. It is like the taxi companies of New York. A man 
may own 500 taxicabs and every taxicab is a separate corporation. 

Mr. Srrars. About the same idea. 

Mr, ZetenKO. Columbus Circle is a taxicab area. I do not know 
whether they operate all in the same way. 

As a result of getting permission to transfer out and going under 
a foreign flag, you were able to decrease your labor costs and taxes 
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and by that token, of course, were able to get contracts which you could 
not get under the American flag ? 

Mr. Spears. That is correct. 

Mr. ZeLENKO. That would put you in a better competitive position 
against those who remained under the American flag, is that right? 

Mr. Spears. Yes, it did. 

Mr. ZELENKO. Now, you come in here, sir, and, because you have 
this one ship under a separate corporation, which is a corporate entity, 
what lawyers call a corporate veil, you say, “We cannot make good on 
our mortgage payments because this one ship is not working,” but by 
this device—and it is a legal device—of separating each ship under the 
corporation, you could say one ship loses and one makes but in the 
overall picture you people could be making a lot of money on your 
foreign-flag transactions and I hope you are. But here you come ona 
losing proposition and say, “We cannot keep up with this.” 

This is legal but it is not fair, in my opinion. 

Mr. Spears. I will say it would not be fair if your facts were cor- 
rect, but I will say you are not quite informed on the subject. 

Mr. ZELENKO. [am ready tobeinformed. You correct me. 

Mr. Srzars. I would like to, sir, with your permission. 

Mr. ZELENKO. Yes. 

Mr. Spears. First of all, the stockholders of this National Trans- 
port are not the same as the stockholders of other corporations. 

Secondly, the ships which were transferred foreign with the per- 
mission of the Maritime Administration and our Internal Revenue 
Bureau were not sold, so that no profit was actually made at that 
time. 

Mr. ZetENKO. Not on the sale of the ships but the profit is made 
on decreased labor costs and no taxes, if any, so that you can keep 
the ships working and make a profit. That is what I was talking 
about. 

Mr. Spears. So that the ships were working but the market did 
not remain high for very long and therefore these ships are not earn- 
ing any substantial amounts of money. If they were American-flag 
ships, they would simply be in layup. 

Mr. ZetENKO. That is to your advantage, is it not ? 

Mr. Spears. That is indeed, sir, but the conclusion is not that we 
have made any substantial amount of money from the operation of the 
foreign-flag ships. 

Mr. ZrLtENKo. The point is this: You got permission to transfer to 
foreign flag so that you could keep in business and make a profit if you 
could. Those who did not get permission had to lay up their ships 
because they could not compete with you. 

What you people did—and I do not say it is illegal because it is 
legal but I do not think it is fair—is that if you had 12 ships and trans- 
ferred 8 and kept 4 American, legally you could say “We cannot meet 
our mortgage payments.” 

On the other side of the picture, you people may be making a great 
deal of money but by the corporate device you now say, “We cannot 
pay.” I, for one, will not favor any legislation of this type unless 
it has the kind of amendment in here, which I shall prepare if this 
legislation comes out, which says that any group or any operation 
which got permission to transfer most of its fleet to foreign flag 
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has to use some of that money to make these payments unless they 
show that they are not making money on their foreign flag. Then I 
may be favorable to this legislation. 

The CHARMAN. The House is meeting at 11 o’clock. I must go to 
the floor of the House. 

I will ask Mr. Miller to take the Chair. 

Mr. ZELENKO. The same statement that I made to the Senator about 
my manner of talking goes for you, Mr. Spears. 

‘Mr. Spears. I appreciate that. 

May I answer that question, please ? 

Mr. ZetenKO. Yes. I did not want to take too much time but you 
mayanswer. I donot want to preclude you. 

Mr. Spears. To transfer a ship foreign was a matter of business 
judgment. Certainly anyone who owned an American-flag ship could 
have transferred it foreign. Some felt that by keeping it under 
American flag and with the elimination of the surplus tonnage they 
would do better from the business point of view and in fact some 
have, because the market became healthier with the elimination of 
the redundant tonnage. 

Mr. ZeLenKo. For whom did it become healthier? It was not for 
maritime labor. 

Mr. Spears. Not for maritime labor, no. 

Mr. ZeLENKO. You have to concede that it did not become healthier 
for the maritime labor or the American taxpayer. 

I want to know for whom it became healthier. 

Mr. Spears. Excuse me, sir. It did not become healthier for the 
American labor but it did not become worse for the American labor 
because the tonnage that was transferred foreign if it had not been 
transferred would have remained idle. 

Mr. ZeELtENKO. What about the American taxpayer ? 

Mr. Spears. I cannot see how the American taxpayer has been 
hurt by this transfer for the same reason. Economically, there is an 
oversupply of tonnage to the existing needs for American-flag ships 
and these ships would have not been able to earn any income if they 
had remained under the American flag. 

Mr. ZetenKO. Do they not take business away from American-flag 
ships? If you did not have any foreign-flag ships the business would 
goto American-flag ships, is that right? 

They would be the only ships on the water. 

Mr. Sprars. I am afraid not, sir. 

Mr. ZeLtENKo. No? 

Mr. Spears. No, sir. 

Mr. Minier (presiding). Would you want him to submit for the 
record a statement ? 

Mr. ZetenKo. Yes. 

Mr. Mirier. Those are the bells that are calling us to the floor 
so that we have no alternative but to adjourn the committee. 

_If you want to submit a statement in answer to Mr. Zelenko’s ques- 
tion, we would be very happy to have you do it. 

Mr. Spears. I would be honored to do so. 

Mr. Minirr. Have you any questions? 

Mr. Downtnc. I have no questions. 

Mr. Mitrer. Have you any questions, Mr. Casey ? 
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Mr. Caszy. No, sir. 

Mr. Petry. I have a question. 

Mr. Minter. Excuse me. 

Mr. Petiy. Mr. Spears, I would like to clear up in my own mind 
what your equity is and how it was created. There is a $4 million 
investment in this tanker ? 

Mr. Spears. Yes, sir. 

Mr. Petty. Of which $2 million, approximately, was created by 
sale foreign of certain vessels ? , 

Mr. Spears. Yes, sir. 

Mr. Petty. How did the other $2 million investment get into this 
corporation? Was that in the form of cash? 

Mr. Spears. Yes, sir. 

Mr. Petiy. Your equity in that is about a million dollars of the $4 
million? You are a 25 percent owner? 

Mr. Spears. That is correct, sir. 

Mr. Coxrs. Excuse me. 

Mr. Petuy. Did you want to correct that? 

Mr. Spears. I am sorry. 

Mr. Cores. I think the question was misunderstood, Mr. Pelly. 

Mr. Pexiy. I said you were a 25 percent owner and, therefore, of 
the $4 million investment, you had put in $1 million; $500,000 was 
your share of the profits of the sale foreign of those veasels. and the 
other $500,000 was put in in cash. 

Mr. Spears. That is part of the capital. The funds derived from 
the transfer and sale of the vessels together with the cash that we 
put in makes a total capital of the company of $4 million. 

Mr. Petty. Of which your interest is $1 million, is that right? 

Mr. Spears. My personal interest ? 

Mr. Petuy. Yes. 

Mr. Spears. Yes, sir. 

Mr. Pe.iy. Assuming that we do not pass this legislation, the 
bank, and I assume it is a bank which has loaned the money with the 
guarantee of the Federal Government, would normally foreclose the 
mortgage. You would lose your equity and the other stockholders 
would lose theirs. Then the Federal Government would be called 
upon _ turn to pay out the $16 million balance of the payment?! 

Mr. Spears. Yes, sir. 

Mr. Petty. What I want to know is this: If, for example, the 
reverse is true and we pass this legislation, you have a chance of 
getting your million dollar equity out of it over a period of time, is 
thi it correct, if the ship goes into profitable operation the delinquency 
is cured and you will start drawing profits ? 

Mr. Spears. Ultimately, yes. There is a certain procedure as to 
when dividends may be declared. In the long run, if the operation 
is successful we hope to recover our investment and a profit. 

Mr. Pexiy. The record certainly must be clear in order to enable 
the members of the committee to answer their colleagues on this thing 
as to whether or not any profits could be drawn out and that, by pass- 
ing this legislation, we are not indirectly giving another windfall to 
the various stockholders of your corporation. 

I think if you would submit for the record an explanation of the two 
courses as it would affect you and what the prohibitions against with- 
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drawing profits out of the business are, it would be helpful to me at 
Jeast when this thing comes to the floor. 

Mr. Spears. I would be very glad to give that to you. 

Mr. Petty. Then, Mr. Chairman, the witness is going to submit a 
statement for the record. 

Mr. Miuuer. Yes. 

(The statement follows:) 


NATIONAL TRANSPORT CORP., 
New York, N.Y., June 20, 1960. 
Hon. HERBERT C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 


My DearR Mr. CHAIRMAN: In support of my testimony before the Committee 
on Merchant Marine and Fisheries on June 17, 1960, and in response to a 
request by Congressman Zelenko, I wish to state the following : 

Under the title XI program (Merchant Marine Act, 1936) to build in Ameri- 
can shipyards new American-flag vessels, shipowners were permitted to trans- 
fer a certain number of American vessels to foreign registry for each new 
puilding. At that time—in winter 1956-57—because of the higher earning 
potential of foreign-flag vesels the value of a Liberty ship under foreign registry 
was upward of $400,000 more than that of an American-flag Liberty. Therefore 
the permission of the U.S. Maritime Administration to transfer foreign was an 
inducement to shipowners to build modern ships in American shipyards where 
shipbuilding costs are much higher than in foreign shipyards, Those who in- 
vested originally in this new ship construction were, therefore, given transfer 
rights to partially defray the high shipbuilding costs. 

My company, National Transport Corp., sold the ships it had transferred and 
invested the proceeds of about $2 million from the sale of the transferred ships 
and also an additional $2 million cash paid in by its stockholders to build the 
supertanker National Defender at a cost of $19 million, as compared to a cost 
of about $12 million if we were to build it abroad. 

Other shipowners, however, retained the transferred ships in foreign opera- 
tion where they expected to earn a profit which was earmarked for investment 
in the new ship construction. 

Most members of our committee of American tanker owners chose this second 
alternative but with the change in the shipping market conditions several 
months later they failed to make any profit and in most cases incurred severe 
losses. In fact, some shipowners have since retransferred the same vessels to 
American registry, for ship values were reversed and American Liberty vessels, 
now reflecting a higher earning potential, in time became more valuable than 
foreign-flag ships. This situation began to prevail since the summer of 1957 
and has lasted to the present day. As a result, owners of foreign-flag tramp 
tonnage have been suffering financial hardship for the last 3 years. 

In response to the general questioning regarding vessels other than those con- 
nected with the trade-out-and-build program I wish to state that many Ameri- 
can tramp shipowners transferred American Liberty-type vessels to foreign 
registry in 1954. The objective of that program was to help American ship- 
owners by making market conditions healthier for American-flag operation. 
The market for American-flag vessels is an artificial market which is created 
by employment of American vessels in our coastwise trade and principally for 
the carriage of Public Law 480 cargoes. The volume of cargoes for American 
tramp ships is therefore limited and the number of such vessels available was 
out of proportion to its needs. Hence the transfers made in 1954 helped to 
correct the lack of balance between cargoes and ships. It certainly did not 
deprive American seamen of their jobs nor our Government from taxes because 
the transferred vessels were laid up and therefore earning no income on which 
taxes could be collected and employed no seamen so as to cause a reduction in 
their employment. 

The foregoing also explains my statement at the hearing that the ships which 
Were transferred to foreign registry do not compete with those that remained 
under the American flag. Those who, by their own choice, preferred to keep 
their ships under American flag were not penalized: on the contrary, they have 
benefited. Because of their high operating costs, American-fing Liberty shins 
are not able to compete in the world market. Foreign-flag Liberties are not 
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able to compete with American ships for that portion of the foreign-aid cargoes 
reserved to American vessels under Public Law 480. For that reason, the 
transferred vessels do not result in unfair or other competition to American. 
flag ships. 

On the other hand, those who transferred Liberty ships to foreign registry 
have experienced since 1957 one of the worst shipping depressions. Ag of this 
date, 2.5 million tons of foreign tramp ships are laid up and are likely candi- 
dates for the shipbreakers. As many new foreign-flag ships have been built 
since the war, the foreign-flag Liberty is now the marginal type ship. Ae. 
cordingly, a major part of the laid-up tonnage consists of Liberty type vessels, 
Those who thansferred Liberty ships to foreign-flag under the trade-out-and-build 
program have seen many of their ships required to be laid up for appreciable 
periods of time. As a result, “profits” which they sought to realize under the 
program by the transfer of their vessels have not materialized. 

In response to an inquiry by Congressman Pelly, I wish to explain how diyi- 
dends may be paid out from future earnings of National Transport Corp. 

The withdrawal of dividends is strictly controlled by the loan agreement and 
by the first preferred mortgage. The first basic restriction is that no dividends 
could be withdrawn if such withdrawal would reduce the working capital and 
net worth on the paid-in capital below the original requirement for working 
“apital and paid-in capital. This means that all prior losses would have to 
be made up in full before any dividends can be considered. 

When this requirement is satisfied, dividends would be payable only to a 
very limited extent out of profits. But in computing the amount available for 
dividends there is first deducted from the profits the amount of cash required 
for the payment of 1 year’s interest and amortization on the mortgage and cash 
equal to that amount is set aside in a restricted bank account which cannot 
be used except with the consent of the Maritime Administration. 

Thereafter, from the balance of the profit there is deducted a sum equal to 
10 percent of the capital invested which would be available for dividends, If 
there are any profits still left after that, 50 percent of such profits is also set 
aside and deposited in the restricted bank account referred to above and the 
balance may be available for dividends. This special computation is made at 
the end of each fiscal year of the corporation and applies to the profits for 
that particular year. This makes it possible if there are any profits to build 
up a huge fund in the restricted bank account which would serve as a source 
from which to draw funds to meet interest and amortization in future lean years. 

It is my understanding that similar restrictive provisions for withdrawal of 
dividends are contained in all mortgages on title XI vessels which have been 
guaranteed by the Maritime Administration. In addition to the above, I have 
also been informed that no dividends would be permitted until all funds ad- 
vanced by the Maritime Administration under the proposed legislation will have 
first been repaid. We certainly would agree to such restriction forbidding divi- 
dend payments so long as advances by the Government under the pending bill 
would be outstanding. 

Very truly yours, 
THomas A. Spears, President. 


Mr. Miixer. Have you finished, Mr. Pelly? 

Mr. Petuy. Yes. 

Mr. Mitirr. Have you any question, Mr. Counsel? 

Mr. Drewry. Mr. Chairman. 

Mr. Spears, under the subsidized program under the Merchant Ma- 
rine Act of 1936, which is the basis of our maritime policy, if there 
is a default the entire fleet of the subsidized operator is subject to 
seizure to cure the default but apparently in these cases under title 
XI tankers as someone brought out, each ship is a separate corpora- 
tion and you can be running a great big business and making lots of 
money on some of them and expect the Government to bail you out 
on the one on which you are losing. 
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That is not a question. It is more of an observation. 

Mr. Spears. But the foreign ships are not making money. There 
is a depression in shipping affecting foreign and American ships. 

Mr. Drewry. But they are not even security for this loan. There 
is no way to get to them for whatever they may be worth 

Mr. Spears. That is right. , 

Mr. Drewry. That is all, Mr. Chairman. 

Mr. Totterson. In that connection, could I ask a question? 

Mr. Miuuer. Yes. 

Mr. Totterson. Did I understand you to say that, with respect to 
a ship operated by a foreign corporation, the stockholders are 
different ? alle 

Mr. Spears. Yes, sir. 

Mr. Mitirr. The committee will stand adjourned until the call of 
the Chair. ' 

(Whereupon, at 11:10 a.m., the subcommittee adjourned, subject to 
the call of the Chair.) : 
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TUESDAY, JUNE 21, 1960 


Houses or REPRESENTATIVES, 
SupcoMMITTEE ON MercHant MARINE 
oF THE CoMMITTEE ON MercHantT MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10 a.m., room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman), presid- 
ing. 

Present: Representatives Bonner, Van Pelt, Tollefson, Miller, Ash- 
ley, Zelenko, and Casey. 

Staff members present: John M. Drewry, chief counsel, and Wil- 
liam B. Winfield, chief clerk. 

Mr. Bonner. The committee will come to order. 

The first witness this morning is Mr. Kahn. 

Mr. Zetenko. Mr. Chairman, before the witness proceeds, may I 
ask a question of counsel ? 

I understand that the Maritime Administration has been planning 
the relief sought for in this legislation without the legislation and that 
they have the power now to do it and they have been doing it; is that 
right ? 

Mr. Drewry. That is my understanding, Mr. Zelenko. 

The Comptroller General issued a ruling in which they said that 
it was not entirely clear. While they were not raising any objection, 
they would recommend that Maritime ask for legislation to clear up 
the doubts on this. 

Mr. ZeteNKo. In other words, the Comptroller has not come out 
against the purpose of this legislation and it is to clarify the legisla- 
tion 2 

Mr. Drewry. That is my understanding. 

Mr. ZetenxKo. Right now, the Maritime Administration has the 
power to do what this legislation seeks substantially to do and they 
have been doing it ? 

Mr. Drewry. They are doing it. 

Mr. ZetenKko. I would like to make the observation then that we 
may be, by enacting this legislation, perhaps disrupting the entire 
process "of the Maritime Administration in this field because there 
seems to be a situation where we have opinions for, opinions against, 
and put restrictions on one group and take them off and put them on 
another. It seems to have been working out well without the legisla- 
tion and, if it is not needed, I wonder why we should proceed as long 
as they have the power to do it. I assume they do it in cases they 
deem worthy. 

Mr. Drewry. That is right. 
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Mr. Zetenxo. They do it in individual cases they deem worthy? 

Mr. Drewry. That is my understanding. 

Mr. ZeLenKo. What does the legislation do? 

Mr. Bonner. You put in that word “worthy.” They put it in cages 
that came up. 

Mr. ZeELENKO. Would that apply to them ? 

Mr. Bonner. Yes. 

Mr. ZeLENKO. Maybe the word “worthy” is not well taken, but those 
people who needed it and could show proper reason for getting it—~ 

Mr. Bonner. They were about to default. 

Mr. ZeLENKo. Granted; but Iam only wondering 

Mr. Bonner. In how many instances did that happen ? 

Mr. Drewry. In two instances. There are four more that are im- 
minent, I believe. They say the General Accounting Office ruling 
stated they raise no objection there providing that in the first cases 
that came up they felt the issue should be clarified and recom- 
mended 

Mr. Zetenxo. Would not the enactment of legislation like this en- 
courage people to look for this relief ? 

Mr. Drewry. I think it is a question of the adequacy of the safe- 
guards in the legislation. 

Mr. ZeLeNKO. The point is that in answer to my question, the power 
now exists and has been exercised. The power sought for in this 
legislation, 1 mean. 

Mr. Drewry. It is now being exercised. 

Mr. Zetenko. Maritime can exercise it in whatever case they think 
is a fit one? 

Mr. Drewry. That is my understanding. They have been doing it. 

Mr. ZeteNKo. What this legislation is doing will be to prevent 
certain people from obtaining the relief and permit others to get it? 

Mr. Drewry. I would not know. 

Mr. ZetenxKo. I say that if we put in certain classifications of who 
is entitled to it, it would restrict the power of the Maritime Adminis- 
tration in some way ? 

Mr. Drewry. I do not know. 

Mr. ZeLenKo. Very well. I will not go into that. 

They have the power now and I wonder about the necessity for 
the legislation in the first place. 

Mr. Kaun. Mr. Chairman, may I comment on that before I pro- 
ceed with my statement ? 

May I comment on Mr. Zelenko’s question ? 

Mr. Bonner. Yes. 

Mr. Kann. Unfortunately, our counsel is not here and I am not 
fully qualified to comment on the power of the Maritime Adminis- 
tration, but I am aware of the fact that the General Accounting Office 
has requested, and the Maritime Commission has, in turn, committed 
themselves, that they will seek legislation because under title XI there 
is no specific authority for them to make these advances. 

The Government agencies have agreed that this legislation in effect 
is necessary even though they have had the authority; according to 


the GAO, to make the advances in the one specific case. 
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STATEMENT OF JOSEPH KAHN, PRESIDENT, COMMITTEE OF 
AMERICAN TANKER OWNERS 


Mr. Kaun. Mr. Chairman, my name is Joseph Kahn. I am the 

resident of the Committee of American Tanker Owners, Inc., a 
group composed of 13 companies which own new American tankers 
built with Government mortgage guarantees. I am also president 
of Transeastern Shipping Corp., a company owning one of these 
tankers, and I appear in that capacity as well. My appearance today 
isin support of H.R. 10470. 

As an example of the situation with which the American tanker 
industry is faced today, may I point out the status of my own vessel ? 
Less than a year ago, an American shipyard delivered to us the 
tanker 7'’ranseastern. This ship has a capacity of 46,000 deadweight 
tons. On any single voyage this vessel can carry over 13 million 
gallons of gasoline or other petroleum products. With the exception 
of the passenger ship U/nited States and one other tanker, she is the 
largest ship in the American merchant marine. Her cost was in ex- 
cess Of $13,500,000. Despite the fact that she is one of the most 
modern ships in the world, and certainly one of the finest ships in the 
American merchant marine, she has never been able to obtain profit- 
ableemployment. At existing tanker rates, the revenues of this ship 
are not suflicient to earn her mortgage obligations. The status of 
this ship summarizes the situation of the entire American tanker fleet 

When this vessel was built, we obtained from the Bowery Savings 
Bank in New York a mortgage of almost $12 million. This mortgage 
was guaranteed by the U.S. Government pursuant to title XI of the 
Merchant Marine Act, 1936. In addition to the approximately $2 
million which we paid to the shipyard over and above the mortgage 
amount, we also had over $1 million in cash in the company in work- 
ing capital. Under our mortgage obligation, we are required to pay 
almost $1 million a year for principal and interest payments. On the 
voyages for which we were able to get cargo after the delivery of the 
ship, we have lost over half of our working capital. As a result, by 
September of this year the cash in the company will be insufficient to 
meet our mortgage payments. As a result, the mortgage will be 
foreclosed and the Government forced to pay about $11 million on its 
mortgage guarantees. 

The mortgage on this ship is guaranteed both as to principal and 
interest by the Maritime Administration. The full faith and credit 
of the United States is expressly pledged to pay this mortgage to the 
bank if we are unable to do so. At such time as we may default on our 
payments, the Bowery Savings Bank will simply tender the mortgage 
and related papers to the Maritime Administration and will be paid 
the outstanding balance of the mortgage and interest thereof. The 
funds to make such payment will be obtained from the Treasury De- 
partment pursuant to section 1105(b) of the Merchant Marine Act, 
1936. The Treasury will be $11 million poorer, the Government will 
have a vessel for its laid-up fleet, and the more than $3 million we have 
invested in the ship from our own funds will be wiped out. 

Almost all in the American tanker industry believe that the pres- 
ent financial situation for these ships is temporary in nature. Within 
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the next 2 or 3 years, we feel that there will be ample business for 
our new ships at compensatory rates. As age and the corrosion 
caused by petroleum products brings the war- built tankers to the end 
of their useful life, the new t: ankers must be employed in carrying our 
country’s oil movements. By that time, however, the Government 
will have expended the funds required under its mortgage guarantee 
and will have taken over these ships. Parenthetically, let me add the 
total amount of the mortgages guaranteed by the Government on ships 
owned by the members of our committee is almost $200 million. As 
all of us are in the same economic plight, the Government will be re- 
quired to pay up that huge amount from General Treasury funds to 
pay off the mortgage gu: arantees it has given to the banks and in- 
surance companies which made the loans on these ships. 

T he bill presently before the committee, H.R. 10470, would provide 

1 means whereby the Government would be able to keep these tankers 
in operation in private hands with a minimum cost to the Govern- 
ment. Under existing law, the Secretary of Commerce can only call 
upon the Secretary of the Treasury for funds to meet the total amount 
of the mortgage when a default has occurred. He is not authorized 
to call upon ‘the Treasur y for lesser amounts to meet current payments 
and thus avoid defaults. The present bill would amend title XI so 
as to permit the Secretary of Commerce to call upon the Secretary of 
the Treasury for amounts necessary to meet principal and interest 
payment and thus prevent default, rather than having to wait until 
a default has occurred and then calling for the full amount of the 
guarantee, 

The procedure proposed by this bill not only makes sense for the 
shipowner, but is basically designed to protect the financial interest 
of the Government. In view of the fact that everyone believes the 
present financial situation for the tankers is temporary, these advances 
authorized by the bill should avoid the necessity of the full guaranteed 
payment being later required. Moreover, any advance authorized by 
this bill would be obligations of the tanker-owning company and 
would be required to be repaid to the Government from the first earn- 
ings over then current mortgage obligations. May I also point out 
that for every dollar advanced for then current principal payments, 
the mortgage guarantee obligation of the Government would be re- 
duced by an exactly similar amount. As for principal payments, 
therefore, these advances authorized by the bill would not increase the 
Government’s obligation one penny. The only possible increase in 
the present obligation of the Government would be for the advance of 
some interest payments. The committee will please note, however, 
that the alternative to advancing such interest is for the Government 
to pay out the total amount of the mortgage guarantee. As the Gov- 
ernment must pay interest on this money (which is borrowed through 
issuing Government bonds or notes), the interest which would be re- 
quired to be paid by the Government would be substantially as much 
as any extra interest obligation incurred by the mortgage advancement. 
In other words, whatever increase in the Government’s obligation 
arises from the interest advance is balanced off by the saving the Gov- 
ernment makes in interest. on moneys which it is not required to bor- 
row because the mortgage default is avoided. 

The need for the pending legislation rises from the fact that tankers 
covered by mortgage guar antees cannot now obtain profitable em- 
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ployment. The reason for this is that tanker rates are set by the law 
of supply and demand. When there are more cargoes than tankers 
to carry them, rates rise to high levels. But when there are more 
tankers than there are cargoes, rates fall precipitously. Moreover, 
rates fall for all ships rather than being limited to the few excess 
vessels. Because of the existing oversupply of ships, we are not able 
to obtain work for our new tankers at rates which will enable us to 
pay our operating costs and have anything left for mortgage obliga- 
tions. 

This results in part from the fact that war-built T-2 tankers are 
still in operation. Within a few years, however, physical obsolescence 
will take most of them out of operation and create a balance between 
supply and demand for American-ilag tankers. Other factors which 
have contributed to the present situation are (a) lesser oil movements 
because of the warm winter, (4) greater movements by pipeline, (c) 
excess stock of petroleum produc ts, and (d@) inadequate port facilities 
to handle the new ships of large size. As I previously mentioned, 
these facts should be cured within the next 2 or 3 years. 

May I point out what the results of the present economic condition 
have been for the American fleet. As I already have informed the 
committee, our new tankers are unable to meet their mortgage pay- 
ments. Owners of war-built T-2’s are similarly unable to operate 
profitably and several companies already have gone into bankruptcy. 
A new contract to build an American-flag tanker has not been made 
for almost 2 years. As a result of the present economic situation, 
therefore, the American tanker fleet will lace inadequate to serve 
our country’s oil-carrying needs. 

Moreover, unless something is done to aid the American tanker fleet 
now, our national security will be tremendously impaired by the fact 
that no new tankers will be available to meet the needs which a war 
or national emergency would bring for petroleum. il is an essential 
element of modern warfare and tankers are the principal means of 
transporting oil from outside the continental limits. As our economy 
requires the importation of vast quantities of oil even in peacetime, it 
will readily be seen that the failure to maintain an adequate American 
tanker fleet. would lead to a very substantial diminution in our coun- 
try’s defense potential in event of emergency. Asan American citizen 
as well as a tanker owner, I urge that everything possible be done by 
this committee and by the Congress to avoid that. situation occurring 
and to be sure that our Nation has an adequate tanker fleet to meet the 
needs of any national emergency. 

How can this be done? The first step is enactment of the pending 
bill so as to permit the existing ships to continue in operation. 
Equally important, however, steps must be taken to insure that a 
reasonable percentage of all petroleum imoaetes into the United 
States by water shall be carried on American-flag tankers. Only by 
American tankers carrying half of our imported oil can we develop 
and maintain the tanker fleet our country needs. May I point out to 
the committee that every major maritime nation requires by law or by 
practice that at least half of its oil imports be carried on ships of its 
own flag? By so doing, each country insures the maintenance of an 
adequate tanker Hest under its own flag to meet its petroleum carrying 
needs. The United States also requires an adequate tanker fleet nd 
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must therefore take the same steps to insure its development and con- 
tinuance. 

May I comment briefly on the amendments to the bill suggested by 
the Department of Commerce? Under existing legal authority 
granted by this committee and the Congress in Public Law 85-520 
(enacted July 15, 1958), the Secretary of Commerce is authorized to 
call — the Secretary of the Tre: asury for any funds required to pay 
defaults on mortgages g guaranteed by the Government under title XL 
H.R. 10740 similarly authorizes the Sec retary of Commerce to obtain 
funds from the Treasury to make advances to pay principal and in- 
terest on such guaranteed mortgages in order to prevent their default 
and thus to prevent the Government being required to meet its full 
guarantee obligation. The bill before the committee provides that 
such advances for mortgage payments shall be on such terms and con- 
ditions as the Secretary may prescribe. The committee will note that 
H.R. 10470 gives the Secretary of Commerce discretion as to (a) 
whether and when to make advances, and (6) the terms and conditions 
under which such advances should be made, and the security which 
the Secretary shall require. 

The amendments suggested by the Department of Commerce would 
not permit the Secretary of Commerce to obtain funds to make these 
advances except from the Federal ship mortgage insurance fund or 
by appropriations. In other words, under the Commerce amendment 
they could not draw from the Treasury the smaller amounts required 
for advances although they could still obtain the full amounts of their 
guarantee to pay defaults. After hearings on the matter, this com- 
mittee and the Congress in 1958 provided that direct advances to pay 
the guarantees were proper as the appropriations procedure was un- 
workable in the case of defaults. Requiring an appropriation is 
equally unworkable for advances as (a) a default on one ship could 
wipe out all the amounts now in the insurance fund, and (+) if the 
Congress were not in session, the bank could not be me to hold 
off declaring a default until the money for the advances was appro- 
priated. Asa result, defaults would be declared and the Government 
required to pay the full amount on its guarantee because it is author- 
ized to get that full amount promptly from the Tre: asury, yet not au- 
thorized to get the far lesser amount required to avoid default. May 
I suggest that the bill before this committee, or the version of the bill 
as passed by the Senate, be adopted on this point rather than the 
recommendation of the Department of Commerce? 

The Department of Commerce has further suggested that particular 
provisions be required to secure their advances. I believe that the 
Government should have the fullest security for these advances and 
that the Secretary of Commerce should have complete discretion as to 
what security he should require. May I point out, how ever, that 
under the existing mortgage agreements and the Government’s guar- 
antee of such agreements, the banks have certain rights and that the 
consent of the banks is required should certain security documentation 
be demanded by the Secretary of Commerce for his advances? For 
example, the bank holding a mortgage on my ship will not consent 
to the Secretary’s getting a second mortgage for his advances. In 
order to leave the maximum flexibility to the Government to get the 
most security it can under the existing guarantee, I, therefore, suggest 
that the complete discretion set forth in the last paragraph of H.R. 
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10470 is preferable to the specific security provisions suggested by the 
Department of Commerce. . 
I have recently been informed that a bill has been introduced by 
Congressman Dingell, by request (H.R. 12460) which would provide 
| in somewhat different terms for the Secretary of Commerce to make 
| advances on guaranteed mortgages. While the general purpose of 
| the bill is laudable, it contains a provision in its subsection 3 that any 
vessel which has received advances shall not be eligible to participate 
/ under the cargo-preference law in carrying Department of Agricul- 
| ture cargoes shipped pursuant to Public Law 480. The inclusion of 
any provision of this kind would defeat the basic purpose of the 
legislation before the committee, as it would eliminate a major source 
of cargoes which the Government guaranteed tankers are presently 
required to take in order to keep operating. For example, my own 
vessel as well as the National Defender and several other title XI 
tankers have been required to rely on the carriage of grain in view 
of the fact that oil cargo has not been available to us. At the present 
time, my vessel is carrying Public Law 480 grain to Uruguay. To 
prevent us from carrying grain as a condition of obtaining the ad- 
vances could require us to go into layup and would not only wipe 
out our investment, but could require the Government to meet its 
| mortgage guarantee because of lack of employment for the ship. 
| We have put many millions of dollars into title XI tankers and 
| we will be required to repay the advances made by the Government 
pursuant to the authorization requested in this bill. I do not feel 
that our vessel should be treated any differently than any other 
| American ship merely because we are required to seek advances on 
| our mortgage payments in order to avoid default. Moreover, the 
| Government should not have these vessels on which it is the mortgage 
guarantor restricted in their operation. 

The proposal to restrict the use of 50-50 cargo on these ships is 
offered by the American Tramp Shipowners Association of which I 
am a memmber and also on its board of directors. At a recent meet- 
ing, the question was raised as to whether that association should 
urge the Congress to disqualify title XI ships obtaining mortgage 
advances from carrying 50-50 cargoes. Of the seven members of the 
hoard of directors, the four who did not own tankers favored this 

| limitation while the three other members who did own title XI tankers 
| opposed it. While the majority rule permits the association to make 
| this suggestion to the Congress, may I point out that it is by no means 
the unanimous view of the American Tramp Shipowners Association’s 
board of directors. Moreover, it would appear to me to be both unfair 
and absurd to permit tankers owned by the major oil companies to 
| carry shipments of Public Law 480 grain under the 50-50 program, 
as they do, and prevent independently owned American tankers on 
which the Government shares the financial risk from doing so. May 
I respectfully urge the committee, therefore, to reject any suggestion 
| that these vessels not be able to carry 50-50 cargoes if they obtain 
| advances on their mortgages. 
| Mr. Bonner. Mr. Miller? 
| Mr. Muuter. Mr. Kahn, you mentioned the fact in your opening 
statement that you represent a group composed of 13 companies who 
| Own these title XI tankers. 
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How many ships are represented by those 13 companies ? 

Mr. Kaun. Thirteen ships. 

Mr. Miter. Each ship is a separate corporation ? 

Mr. Kaun. This was a Maritime requirement that each ship be a 
separate corporation. Its corporate structure was so set up. 

Mr. Mixer. In this case, each ship has to bear its own burden and 
it cannot be bailed out by the profits to be made on any other ships 
belonging to the same group of individuals? 

Mr. Kaun. I would like to answer the question this way: That is, 
from personal experience as a shipowner I can tell you that we are, I 
think, a special breed of people. I do not know of any shipowner who 
is different. When we can afford to buy four ships, we own eight 
ships, and our mortgage obligations are so heavy on the other ships, I 
do not know of any shipowner who can afford to shift funds from 
one company to another. It is most infrequent that the stockholder 
relationship is identical from one ship to the other. 

Mr. Miter. How many ships are you interested in personally ? 

Mr. Kaun. Nine ships, sir. 

Mr. Murr. I had the privilege once of attending a dinner here 
at which the late Jesse Jones was present and he was discussing the 
RFC that he had successfully administered and helped pull us out of 
the depression. He said we sustained some profits and some losses 
and he used the old cliche: “We used the profits on the bananas to pay 
for the losses on the peanuts.” 

In the shipping business you do not do this apparently. 

Mr. Kann. We do it whenever it is possible to do so, but, again, of 
the nine ships I own, as an example, or that I am a participant ora 
stockholder in, we do not have a single ship that is free and clear. 
Every ship is mortgaged and every ship has its own obligations. It 
is conceivable that in some instances it is possible, but it just is not 
the practice of the shipping business. It is almost impossible to find 
a situation where every ship is owned by the same group of stock- 
holders. 

Mr. Miter. If in the subsidized lines—and this is a form of subsi- 
dization we have given you here—if the Amer/ca sustained a loss in 
her operations, and right now it is pretty well shown she is running at 
a loss, the profits on the United States and other vessels are used to 
offset this loss and the Government does not take this into considera- 
tion and takes the profits of the United States Lines into consideration 
when fixing what amount of money is going to come back as a result 
of those profits in administering it; is that right? 

Mr. Kann. It does, but this is a somewhat different situation. We 
are now discussing a publicly owned company. All of the ships are 
owned by the same company and this is a subsidized operation and 
the corporate structure is identical. 

Mr. Mixer. Mr. Kahn, I am not a lawyer, and I have some trouble 
following this. All I know is that these ships were built with Govern- 
ment credit and now you come here and ask us to do something to bail 
you out. If business gets good, and you anticipate business is going 
to get good in the near future, then you are going to take all of the 
profits and the Government take all of the risks. 

You hear a lot about risk capital in private enterprise, but it is very 
hard for me to reconcile where there is any risk of capital here if we 
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follow out your program, or where private enterprise enters into the 
picture. Maybe I am just not as acute as my good friend over here 
who is a lawyer and who knows about these things, as well as some of 
these other people. I am just blundering along. F rankly, I do not 
quite follow the argument you make in this connection and why the 
Government should now come in and bail you out of this predicament. 

Mr. Kaun. Well, sir, may I have the opportunity of answering you 
in explanation of my own specific case ? 

In 1956 we bought three American flag AP-2 V ictory ships from the 
United States Lines and we paid them somewhat in excess of $850,000 
apiece for them. In the construction of this vessel, the Government 
gave me authority to transfer the ships and we did transfer these ships 
for her and we have never sold these vessels. We have kept them. 
The market ran away on us and with the final result we got stuck with 
ships under foreign operations which were worth somewhat less in 
the final analysis than American- flag ships. We had them laid up for 
a year in Spain and we finally sold two ships to Prudential at $600,000 
apiece which was a loss to us, and one ship we converted at a cost of 
$450,000. We cannot get the $900,000 for the ship so, to bring funds 
to the construc tion of this ship that we did, we took $ $3.2 million of 
earnings from a foreign company and invested it in an ‘Americansflag 
tanker. 

This situation is a situation which exists with 11 out of 13 of the 
member companies we are discussing today. Some of the questioning 
that has occurred in this room on Friday wherein these transfers had, 
in effect, been a bonanza for us was not made really clear. We have 
taken earnings that have been supposedly tax-free earnings in foreign 
companies and brought them to America and invested $3.2 million in 
a ship that costs us $13-million-and-some-odd-thousand. We could 
have built the ship in a foreign yard at a cost of approximately $7 
million and there would have been no nec essity for me to be present 
here to ask for some Government aid in helping us save the situation. 

I think a very serious point is being missed here. It is true 

Mr. AsHiEy. Would the gentleman yield ? 

Mr. Miter. Let him continue and make his statement. 

Mr. Kann. It is true that this would be an aid to the shipowner and 
it would make it possible for us, perhaps, to survive this temporary— 
which we hope is a temporary crisis—crisis, but I do not think the 
point should be missed that this, in effect, is something that the Gov- 
ernment equally wants and the Government feels, or rather the Ad- 
ministration equally feels, will also save their situation and maintain, 
and perhaps ig ther encourage, the building of American-flag vessels. 

Mr. Mitter. I am not going to argue w ith you as to how these tank- 
ers should have been built. It has always been my view that the Gov- 
ermment would have been better off and it would have been cheaper 
for us, to build them out of appropriated funds for the Navy Depart- 
ment, even if we had to put them in mothballs and keep them in 
standby status as we do other components of war. 

Iam struck by the fact that right out in the district I come from 
now there are a lot of little businessmen going into bankr uptcy and it 
means just as much to them to lose a little business, that maybe repre- 
sents their life savings, as it would $50,000 or $60,000 and we are 
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not doing a thing in digging them out. 
about bailing them out. 

I am just a little juzzled by this, and I need a little more argument 
than you have made to me, and my good friend, the Senator, made to 
me, to convince me that this is not bailing out some people’ ready to 
make a big killing. They did not make the killing, and now they are 
asking for the adv ance of some more money until they can make the 
killing i in the very near future. 

I am going to let the members of the committee, who are much more 
skilled and know more about these things, continue. 

I have no further questions, Mr. Chairman. 

Mr. Bonner. Mr. Tollefson ? 

Mr. Touterson. Mr. Kahn, as I understand it from your statement, 
under existing law which came about as a result of a bill out of this 
committee, the Government can obtain funds from the Treasury in 
the event of a total default. In other words, if your bank now says 
that your mortgage is in default all it has to ‘do i is to take that mort- 
gage to the Maritime Administration and get the full amount of the 
mortgage ¢ 

Mr. Kann. That is correct, sir. 

Mr. Totterson. If | understood your statement and your com- 
ments here, it is that the GAO would like some clarification. with 
respect to the same procedure in case the full mortgage is not in de- 
fault but a payment might be in default? This is “to avoid the full 
default situation from occurring ? 

Mr. Kaun. That, again, is absolutely correct. 

Mr. TouiErson. This legislation is designed to clear up this par- 
ticular point, permit the Government to pick up a payment which is 
due and which, if not made on time, would throw the whole mortgage 
in default? 

Mr. Kaun. Again, it is correct, to put it somewhat differently. If, 
come September, I cannot meet my payment under the present situa- 
tion, the Bowery Bank knocks at the Government’s door and tells 
them that this man has not met his obligation and the Government has 
to come across and pay them $11 million. 

This legislation would, in turn, permit the Government to borrow 
from the Treasury, or take from the Treasury, $150,000 and pay some 
of the principal off on this and permit me to remain in business and 
the like amount of the principal that it advances to me is immediately 
reduced from the principal amount so that, in effect, the Government’s 
obligation is reduced by exactly the same amount of money they ad- 
vanced me on the principal. 

Their exposure 

Mr. Ze.tenxo. If the gentleman would yield, that is not so. The 
Government is only contingently liable to pay that $150,000 in case of 
default. Here they are actually paying the money out and the Gov- 
ernment is losing $150,000. 

Excuse me for interrupting, but I wanted to correct the arithmetic. 
There is a difference between owing and paying, or being obligated 
like a comaker. I may be a comaker and do not have to pay it, but 
the minute I have to pay it, I am no longer a comaker. The Govern- 
ment is out the money. 

I am not taking any side, but I wanted to correct that phase of it. 
The Government would be out the money. 


We are not doing a thing 
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Mr. Totierson. I must disagree 100 percent with my colleague. 
This is the point I was endeavoring to make: If, in September, the full 
amount of your mortgage was in default, the Government would be 
liable to pay how many dollars? 

Mr. Kaun. 11 million-and-some-odd dollars. 

Mr. Totterson. You say 11 million-and-some-odd dollars ? 

Mr. Kann. Yes, sir. 

Mr. Totiterson. And the Government will have to pay this if the 
Government wanted to maintain its credit? 

Mr. Kaun. There is no question about it. 

Mr. TotxeFrson. If the Government, instead of waiting for the full 
default and anticipating it, makes a payment, let us say, of $500,000— 
I do not know what these payments are, but, say $500,000 by way of 
illustration—then the Government’s net final obligation is reduced by 
$500,000 ? 

Mr. Kann. Yes, sir. 

Mr. Totterson. And if at the time the next payment comes along, 
the Government decides not to make the payment for reasons of its 
own, then it is not liable for the $11 million, but it is liable for $11 mil- 
lion, minus $500,000, and insofar as principal payments are concerned, 
the Government is not out 1 red cent? Is that not correct? 

Mr. Kaun. Absolutely correct. 

Mr. Totxerson. The only point that concerns me here a little bit 
is the liability of the Government with respect to interest payments. 
You commented on that in your statement. 

Mr. Kann. So far as the interest payments are concerned, if the 
Government were to advance interest payments, the difference in that 
instance is the difference of the interest rates between the interest rate 
that the Government pays for money and the interest rate they would 
advance. So, there may be a slight difference on the Government’s 
part. In other words, there may be a slight expenditure there. 

If we borrowed money at 5 percent from the Bowery Bank and it 
only cost the Government 4 percent to borrow its money, the differ- 
ence would be 1 percent or one-half percent, whatever the difference 
in the interest rate is. 

Mr. Totuerson. As I understand it, and if I do understand you 
correctly, the only probability of any dollar loss to the Government 
is the difference between these two interest rates ? 

Mr. Kann. That is correct. 

Mr. Totterson. That is all, Mr. Chairman. 

The CuairMan. Mr. Ashley. 

Mr. Asutry. Mr. Kahn, essentially what you want, I take it, is 
for the United States and for the Government to pay interest on the 
unpaid balance of $11 million in order to keep you in business? Is 
that about right ? 

Mr. Kaun. That is what our intention is at this time and what we 
hope that the Secretary will be given authority to do is to advance 
both interest and principal. However, we are hopeful that by only 
advancing principal we will be able to meet our own interest pay- 
ments and we will not request interest payments. 

Mr. Asutey. So, actually, my question was lacking in one ingredi- 
ent; namely, the principal payments. You want the Federal Gov- 
ernment to make your principal payments, plus interest payments, 
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in order to keep you in business and to save itself from this unhappy 
prospect of having to foreclose on something like $200 million worth 
of mortgages? 

Mr. Kaun. That is correct. 

Mr. Asuiey. On page 4 of your statement you talk about the fac. 
tors that contributed to the present situation. You say lesser move- 
ments of oil because of warm weather. I do not suppose you could 
anticipate a warm winter, although that is certainly a possibility, is 
it not? 

Mr. Kaun. That is correct. 

Mr. Asutey. You either have cold winters or warm winters. 

Mr. Kaun. That also is correct. 

Mr. Asutry. You further make reference to greater movements by 
— Is this something that a prudent businessman could have 

oreseen ? 

Mr. Kaun. Well, I suppose that a prudent businessman may have 
foreseen this, but this is something that we were not surprised by, 
This is something we all anticipated. i 

Mr. Asutey. All right; let us say you were not surprised by it. 
What about the excess stock of petroleum products? Were you sur- 
prised by that ? 

Mr. Kaun. Yes, sir; so was the petroleum industry. 

Mr. Asuiey. Were you surprised at the inadequate port facilities 
to handle the new ships of larger sizes? 

Mr. Kaun. We were hopeful that the port facilities could have been 
improved sooner than they have been. However, there are plans to 
do a lot of new construction today on all port facilities, and they are 
improving almost every day and we are hopeful within 18 months 
to 2 years the port facilities by and large will be so improved. 

Mr. Asutery. At the time you decided to enter into this program for 
the construction of this ship or purchase of the ship, how optimistic 
could you have been with these very factors that you set forth and 
which you state were facing you? 

Mr. Kaun. Sir, based on our present situation of the plight that 
we find ourselves in, it is difficult for me to defend the idea that I 
was a prudent businessman. On the other hand 

Mr. Asuiey. Let us skip that. 

Mr. Kann. On the other hand, sir, we were largely influenced—I 
was at any rate—by the statements that had been made by the Depart- 
ment of Defense and by the Department of Commerce and by the 
President of the United States, strongly encouraging us and Con- 
gress, incidentally, strongly encouraging us to build these ships, and 
I was perhaps a little blind. 

Mr. Asutey. I agree; I think there was a lot too much encouraging 
done. I think when we start to get right down to it at that point, I 
think that is a very candid confession. 

Mr. Kaun. May I also point out, sir, that the President of the 
United States in a speech—and I do not have the date of the speech— 
insisted that 100 of these ships be constructed, and we have built far 
less than that amount. Incidentally, may I point out also that I do 
not think that the basic idea was a mistake. I think these ships were 
necessary, and I think they are necessary. I only feel that at the 
moment we find ourselves in an unfortunate situation where this 
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ship has not become as obsolete as it should have become at this time. 
They are becoming obsolete. 

Me. Asuuey. Is it not true that out of these factors that we have 

one over, they really do not add up to much? 

The program was just too good to turn down. Isn’t that about 
what you are saying? There was too much encouragement from the 
Congress and from the Federal Government to get into this kind of 
a program. , tale : 

How much of a mortgage is on this ship? You say there is $11 
million and you put up less than $2 million ? 

Mr. Kann. I put up $3.2 million. 

Mr. Asuitey. You put that up if you count your working capital. 

Mr. Kaun. I put up $3.2 million; $2 million went into the shipyard 
and $1 million was my requirement to have the working capital. 

Mr. Asuuey. It was still a pretty good program, with somebody 
backing up a mortgage of $11 million on a ship which cost $13.5 
million. 

Mr. Kann. From a businessman’s point of view, I think the rela- 
tionship between the amount of capital invested and the amount of 
the mortgage, is not at all unusual. There are skyscrapers being 
built for $80 million in the city of New York and people put up the 
same proportion of money. The only difference is that they receive 
rents monthly. 

Mr. AsHtey. However, once the Government gets on the hook, it is 
committed and sometimes it is easier, as Shakespeare once said, “I am 
steeped in blood so deep that returning would be as tedious as go 
over.” 

If the Federal Government is on the hook for $11 million in order to 
prevent a foreclosure, which multiplied by the number of vessels comes 
to $200 million, it may perfectly well, as you hope, find it feasible 
and proper to get into the program further and as has been pointed 
out, to get into a bailout operation. This is the difference between 
the New York skyscraper construction project and this kind of proj- 
ect. The shipowner in this situation has always got at least the hope 
that the Federal Government will take action to protect itself and in 
so doing, protect you. Would not that be true? 

Mr. Kaun. Sir, I agree that there is a difference, but on the other 
hand, if there is a feeling among some of the members of this com- 
mittee that this program should have been carried out and, say, the 
Navy should have built these ships rather than private capital, I do 
not see how you can make this argument because we have, in effect, 
accomplished some function, unless you say the B ships are worth 
nothing more than scrap. We have constructed these ships. We have 
invested—this group has invested—a total of, say, $50 million of our 





own money and I myself have invested $3.2 million, and I have made 


an explanation as to how I have done it. All we are asking the Gov- 
ernment. to do is to help us through this period, and I think it will 
accomplish a benefit that they originally intended to accomplish—to 
create ships and have them held in private hands. There is a hell of— 
excuse me—there is a difference between having ships constructed 
and laid up in mothballs and having ships that are constantly readily 
available and in operation. 

Mr. Asutey. But, upon foreclosure, these ships would be available 
for resale; would they not? 
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Mr. Kaun. Yes, sir; but if they were available for resale—if the 
could break any where close to what is owed on this situation, this 
situation would be adequate and we would not be here pleading our 
case. 

Mr. Asuiey. What makes you different from any other segment of 
private industry? Why should the taxayers come in on an operation, 
as is suggsested in this legislation, in behalf of 13 shipbuilders, rather 
than a group of 13 construction companies or a group of 13 any- 
thing ? 

Mr. Kaun. Well, because we consider ourselves as being somewhat 
a part of national defense and, too, because the Government has jn 
effect guaranteed this. 

Mr. Asuitey. We have already gone into that question. The Goy- 
ernment is already on the hook. That is what I was talking about. 

Mr. Zetenko. W ould the gentleman yield 

Mr. Asutury. Yes, sir. 

Mr. Ze.enKo. We have FHA insured mortgages. 

Mr. Kann. Yes, sir. 

Mr. Zevenxo. If there is a foreclosure, the bank is secured by the 
Government. Now, I do not know, but I have not heard of any law 
which says if a man who has an FHA mortgage cannot pay his inter- 
est, his home is not foreclosed. Suppose the homeowners came to the 
Congress and said, “We want the Government to take over these 
mortgages,” eventually the Government would end up owning the 
houses. Suppose we pi uid their mortgages and interest? We would 
be paying about $50 billion. That is the same thing, is it not ? 

Mr. Asniry. E xcept for the national defense aspect. 

Mr. Mixer. Will the gentleman yield on that question? I intro- 
duced this subject. I realize you now have the floor. 

Mr. Asuury. I would yield to you anyway. 

Mr. Minuer. I am conscious of a very fine piece of literature which 
came to all of us some time ago, like many of those pieces that have 
gone down the drain, which came from the tankers, telling us how 
valuable it was to have these fleets under the Liberian flag and the 
Panamanian flag, and showing the size of them, because in time of 
war they were all available to the Federal Government. 

Are not those tankers there to take up the slack ? 

Mr. Kann. Sir, there is a great difference of opinion on the avail- 
ability of Liberian- and Panamanian- flag tankers. If you want me 
to express my opinion on it, I would be delighted to do so. 

Mr. Mixer. I am afraid your opinion might not be my opinion. 

Mr. Kaun. Well, sir, I would be delighted if it were. I certainly 
consider them only second best. I think they are necessary, but they 
are only second best. 

Mr. Asutry. I have a couple more questions, Mr. Chairman. 

On page 6 of your statement, Mr. Kahn, you say that in order to 
leave the maximum flexibility to the Government to get the most secu- 
rity you can under the existing guarantee, I therefore suggest that the 
complete discretion set forth in the last paragraph of ELR. 10470 is 
preferable to the specific security provisions suggested by the Depart- 
ment of Commerce. 

This gets down to something that I think is interesting. In effect 
you are asking for risk capital. If any small businessman went to @ 
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pank and said, “IT am having trouble meeting my mortgage and interest 

ayments and I need some money,” the first thing they would do is 
say, “What do you have for collateral?” And you would say, “Noth- 
ing that is not already hocked as far as it will go.” The banker would 
say, “You do not need a banker; you need a partner. You need risk 
capital. What you have got to do is to sell stock or otherwise raise 
this capital.” 

You are asking the Government to do that. What will the Govern- 
ment get in return? Will it receive any share of any future profits? 
What is in it for Uncle Sam? Itisnotasavings. You suggest that 
he will be making interest payments and, presumably, those will be 
repayable, but the taxpayer gets nothing. 1am referring now to your 
statement. You would give the Secretary of Commerce discretion to 
exact such security as there remains, which is extremely little, but you 
would not go beyond that and cut Uncle Sam in on the profits ? 

Mr. Kaun. Sir, I would be pleased to take anyone in as a partner 
in this venture, including the Secretary of Commerce, but I do not 
know whether they want that. 

The reason we say and we request that the Secretary of Com- 
merce 

Mr. Asuiey. Certainly, there are programs where the United States 
shares in the profits. 

Mr. Miuter. Such as the subsidized lines. 

Mr. Kann. Sir, may I comment on this point? 

Mr. Asutey. Would you tend to go along with that on the general 
thought that maintenance of these lines, being good for the country 
and being responsible for their continued existence, is adequate justi- 
fication then to share in the profits? 

Mr. Kaun. I really do not know how we can possibly be compared 
in the same light with the subsidized lines. May I just comment on 
thisprogram? Thesubsidized lines have twotypes of subsidies. One 
isthe construction subsidy and the other is the operating subsidy. We 
are the only segment; with the exclusion of the tramp fleet and the 
intracoastal fleet, who have built ships. We built these ships without 
any construction subsidy and we have invested our money in these 
ventures and we have invested a good deal of our own money. This 
isone misconception. 

Mr. Asutry. But, the Government is keeping you in business in 
good days and bad, is it not, according to the program that you want 
us to provide? 

Mr. Kaun. No, sir; it is not. 

Mr. Asuury. It is not? 

Mr. Kann. It is in the Government’s discretion to keep us in 
business or not. We will say this 

Mr. Asutry. But, you are asking for authority to allow the See- 
retary, instead of foreclosing, to make these payments? Is not that 
keeping you in bad times as well as good times? 

Mr. Kann. Yes, sir; the discretion. If it is to the benefit of the 
US. Government to keep us in business, he will do so. If not, he will 
foreclose on us. 

The only other point that I should like to clear up is that once 
we have moved, that the Secretary be given complete discretion, for 
4 very obvious reason, because you take our industry or will give it 
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back. Most of the people who have borrowed money on these tankers 
from private institutions, they have borrowed the money at an inter. 
est rate of 5 percent. Now, it is a well-known fact that the interest 
rates are somewhat higher today than 5 percent. Therefore, the 
lending institutions would not cry bitterly if we were to go into 
bankruptcy and we would be foreclosed, because they can turn this 
money over at 5.5 or 6 percent. So, we cannot expect too much eo- 
operation from them. Therefore, the Secretary, in order for this 
program to work, must have latitude and get whatever security that 
it possibly can, but no strings should be attached to it, because we 
know for a fact that the lending institutions will not cooperate with 
the Secretary, as an example, in my instance they have refused— 
the Bowery Bank has refused—to approve a second mortgage. 

Mr. Casey. Would the gentleman yield? 

Mr. Asutry. I have just one or two more questions. 

Do you want me to yield to you at this point, Mr. Casey? 

Mr. Casey. At this point, if you will, please. 

Mr. Asutey. Surely. 

Mr. Casey. I appreciate the gentleman yielding. 

What security could he possibly get? 

Mr. Katyn. He comes second after the first mortgage. I do not 
know what the legal term is. 

Mr. Casey. You say they would not hear of a second lien ? 

Mr. Kann. No, sir: the borrower would not-—— 

Mr. Casrty. The Bowery Bank to which you referred has the 
mortgage on your ship? 

Mr. Kaun. Yes, sir. 

Mr. Casry. They are not required to call in the Government to pay 
this? They could take over the ship, could they not? 

Mr. Kann. No, sir; they have to call to the attention of the Govern- 
ment that I am in default, or a shipowner is in default, and then 
the Government, in turn, has to make good on the default. 

Mr. Casey. It has to if the bank demands it, but if the bank did 
not demand it, could the bank take over the ship? They could take 
over the ship rather than call on the Government for the payment 
of the balance of the loan, could they not? 

Mr. Kann. I think that is not the case. 

Mr. Zetenko. Yes; I believe it is. The Government only guaran- 
tees the payment if we want to keep the ship. I think you are wrong. 

Mr. Kann. I think that that is not so, sir, because the Government 
under the present— 

Mr. Casey. Let us ask the counsel. How about it? 

Mr. Drewry. I do not want to state it too flatly, but it seems to me 
that that is correct—that the bank could take it over. 

Mr. Casey. Sure; it is just guaranteeing the loan. If the bank 
preferred to take the ship rather than have the money, they can do 
that. Once the Government starts these payments, it is hooked, with- 
out any second lien, because once you get the ship paid down where 
the ship is worth more than the mortgage, they will have to keep 
paying for it or else the bank will say, “We will take over the ship 
and resell it and make a profit.” 


Mr. Kaun. Sir, that is a very impractical and impossible situation. 


Mr. Casey. No; it is not. 
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Mr. Kann. If the ship is ever worth more money than the mort- 
gage—if that situation were ever to occur—we would never come to 
the Government for anything. 

Mr. Asutey. It is the changing market though; is it not? 

Mr. Kaun. Yes; but if that situation ever occurred and if the value 
of the ship is directly related to the charter market and if the value 
of the ship is higher than the mortgage on the ships, all of these ques- 
tions become purely academic. 

Mr. Asutey. Because you would sell your ship ? 

Mr. Kann. We would either sell it or we would operate it and make 
money, and there would be no question about it. The value of the 
ship could never be higher than the mortgage, and this situation can- 
not exist. These two factors never meet. 

Mr. ZeLENKO. Would the gentleman yield? 

Mr. Asuury. Yes. 

Mr. ZeLENKO. Is not the reason that the bank can keep the vessel 
the fact that they do not want a second mortgage on it, but the Gov- 
ernment would give the bank the choice of keeping the vessel or letting 
the Government have it? 

Mr. Kaun. Sir, that is not the reason. The reason that the bank 
will not approve a second mortgage is because the bank has made a 
proposal to us which the Maritime Administration has, incidentally, 
turned down, hoping for this legislation. The bank has made a firm 
proposal to us earlier that they would defer eight principal payments 
and in return they wanted to up the interest rate on the entire loan 
by one-half or 1 percent. 

Mr. Zetenxo. The point is this, sir: The reason they do not want 
the second mortgage 1s this: The way it stands now, the bank can 
lose nothing. What is the difference to the bank, whether it be a 
second, third, or fourth mortgage? The minute you defaulted, they 
could go to the Government and collect the money. If there was a 
second mortgage, the second mortgagee could take it over. The bank 
does not want that to happen. 

Mr. Kann. Sir, I beg to differ with you. A second mortgage does 
not give anyone any further protection than without the second mort- 
gage. 

Mr. ZeLENKO. It gives him title if he wants to take it over. 

Mr. Kaun. Not over and above the second mortgage. 

Mr. AsuHLey. Why did you not build abroad for $7 million? You 
were asked by Mr. Miller why you should receive the consideration 
which is being requested, and you were telling the committee that you 
have really been conducting yourself in a pretty philanthropic way 
so far as the American flag is concerned and you were citing the fact 
that you could have built abroad for $7 million this ship which cost 
$13 million to build here? 

Mr. Kaun. $13.5 million. 

Mr. Asuitry. Why did you not? 

Mr. Kaun. I am really afraid that the honest answer to your ques- 
tion is the fact that I am an American citizen and that influenced me 
a great deal and I was very proud of having built this magnificant 
ship through American investors, and I hope 

Mr. Asutey. Would being an American citizen prevent you from 

transferring foreign your other vessels ? 
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Mr. Kaun. No, sir. 

Mr. Asutry. What is the difference in patriotism there ? 

Mr. Kann. Because it was a completely different situation. 

Mr. Asutey. You bet it was. But, as a matter of fact, could you 
have built foreign and gotten this advantage? You only had $3 mil- 
lion. You cannot build foreign for $7 million unless you get some 
kind of financing or some kind, presumably of mortgage guarantee! 
Would that be correct ? 

Mr. Kann. No, sir. 

Mr. Asuiey. You mean you could have gotten your financing and 
built foreign for $7 million and there would not have been any 
problem ? 

Mr. Kann. At the time when this ship was constructed and when 
we entered into the construction for this vessel, I could have built not 
one, but probably two or three vessels with Metropolitan or Prudential 
Life Insurance financing. 

Mr. Asuiry. You are not paying them, but if things were going 
along in pretty good shape, you would be paying interest and principal 
payments on $11 million, is that right, and if you chose to do that 
instead of paying interest and principal payments on $7 million, 
would you call that good business ? 

Mr. Kaun. This kind of criticism I will accept because I have no 
alternative but to acknowledge to you that my testimony and the 
way the situation has evolv ed itself certainly does not make anyone 
of us who have built American-flag tankers appear as good business 
people. So, I have no answer to that criticism. 

Mr. Asnury. Did those ships that were transferred foreign increase 
in value subsequent to their transfer ? 

Mr. Kaun. I will repeat what has, in effect, happened to the three 
ships that we have transferred foreign. 

Mr. Asuuey. I know what happened to them, but did they at any 
time subsequent to their transfer increase in value ? 

Mr. Kann. They did for a while and then they went down in value 
and, subse quently, we brought back two of them and sold them for 
less than what we paid for them. 

Mr. Asutey. That could be called bad timing, could it not? 

Mr. Kann. It could be that, but this bad timing has occurred to 
11 of the 13 companies that we have under consideration here. 

Mr. Asuiry. Well, sometimes I would like to find out how much 

capital was actually "involved and all that in order to see how this 

business is run. Of course, I am just a farm boy from the Midwest, 
but I think it is a great thing if ts ‘an get into business and stay 
in business on this kind of basis. 1 do not know of any other segment 
of our economy where this is done, Mr. Kahn. 

Mr. Kann. Sir, may I repeat to you again a statement that I have 
made before? I have taken $3.2 million foreign money and I have 
brought it to an American corpor ation and I have invested it here. 

Mr. Asniry. Thank you, Mr. Chairman. 

The CHatrMan. eae Van Pelt? 

Mr. Van Petr. No questions, Mr. Chairman. 

The Cuatrman. Mr. Zelenko? 

Mr. Zetenxo. When did you start to build these vessels, Mr. Kahn? 

Mr. Kann. May I look at my notes, please ? 
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Mr. ZELENKO. Surely. 

Mr. Kaun. If I am not mistaken, it was 1956. I will give you the 
exact date. 

Mr. ZELENKO. But it was sometime in 1956? 

Mr. Kaun. Yes, sir. 

Mr. ZeLeENKo. When did you purchase the three vessels from the 
United States Lines? 

Mr. Kaun. I bought the three vessels from the United States Lines 
in September, October, and November. We took delivery of them 
in September, ‘October , and November of 1956. 

Mr. ZeLeNKo. You did not own those ships before that day? You 
had just bought them ? 2 

Mr, Kaun. Yes, sir. 

Mr. ZELENKO. Now, you bought them, did you not, for the pur- 
ose of transferring them foreign and increasing the value so you 
could build this new tanker? Is not that the deal that you were 
engaged in ? 

r. Kaun. No, sir. 

Mr. ZevenKo. Let us get the dates. Let me see. You see, I am 
sympathetic to people who had vessels, and there are some companies 
in your group that had some vessels and had them for a long time 
and transferred them out and built one of these vessels under this 
program, and they are losing money. I am somewhat sympathetic to 
them because it was something which they had which they gave up 
and which they are now losing, whether it is due to bad business or 
the world market, or whatever it is. I want to see whether you are 
in that position so I can be sympathetic to you, or whether you just 
took advantage of the program which was coming up and acquired 
some properties so you could increase their value ‘to get into this. 

Now, let us get the dates. 

When did you contract to build this tanker ? 

Mr. Kann. 1956. 

Mr, ZeLenko. What month? 

Mr. Kaun. November of 1956. 

Mr. ZetENKO. In November 1956 you contracted to build this 
tanker ? 

Mr. Kaun. Right. 

Mr. Zetenxo. And you want to be part of the “build and trade out” 
program ¢ 

You had to have something to trade out, is that right ? 

Mr. Kann. No, sir. As a matter of fact, may T point out to you 
that these America-flag Victory ships have never been eligible for 
transfer at all. We did not know whether the Government would 
ever approve transfer of these ships. We contracted for the ship we 
have in question in 1956. 

Mr, ZeteEnNKo. What month? 

Mr. Kaun. In November 1956. 

Mr. Zetenko. All right. 

Mr. Kann. And they were transferred out—— 

Mr. Zetenxo. Wait a minute; that is, the building of the big 
tanker ? 

Mr. Kann. Yes, sir; we signed a contract. 


Mr. ZeteENKo. When did you purchase these three AP ships? 
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Mr. Kaun. These three AP ships were purchased, in effect, in Ma; 
or June. We accepted delivery of them in the latter part of the year 
of 1956. 

Mr. ZeLenko. What month? 

Mr. Kann. September, October, and November. 

Mr. Zetenxo. And, at that time were you contemplating building 
the new vessel ? 

Mr. Kann. Yes, sir. 

Mr. Zeven«o. Is it not a fact that you purchased those three ships 
with the idea of working this into a trade out and build program? 

Mr. Kaun. It would not have made one iota 

Mr. ZELENKO. Whether it would have made a difference or not, was 
not that part of your contemplation in purchasing the three vessels? 

Mr. Kaun. No, sir. 

Mr. ZetenKo. You say “No”? 

Mr. Kann. No, sir. We bought these ships and we were satisfied 
with them under the American flag with the trade-in trade-out pro- 
gram which the Maritime Administration had at that time enacted. 
If we did not own these ships or if we owned other ships, we would 
have looked at some kind of trade-in trade-out deal with the Maritime 
Administration, because that was part of the inducement to have 
people build American-flag tonnage, at a cost of more than twice that 
of a foreign flag. It did not involve anything that was hidden. 

Mr. Zeten«Ko. I do not say it was hidden. You are misinterpreting 
what I say. I do not say you did anything clandestinely. You did 
it in the open. 

Was it in the contemplation of your company to trade out these 
three AP ships? 

Mr. Kann. Mr. Downing 

Mr. ZetenKo. This [indicating] is Mr. Downing, sir. 

Mr. Kann. I mean Mr. Zelenko. 

Mr, Zetenxo. I wish I were Mr. Downing. Perhaps, I could ask 
clearer questions. 

Now, you may proceed. 

Mr. Kann. Mr. Zelenko, you have asked me a question as to whether 
these specific ships at the time when I purchased them I had intended 
to transfer and I answer you, “No, sir.” The fact that I have trans- 
ferred them later on is another situation which there is no denial of 
and I am not ashamed of. 

Mr. ZeteNKo. How long after you purchased them did you trade 
them out? 

Mr. Kann. About 7 or 8 months after that, and they were not 
transferred out at the same time. 

Mr. ZELENKO. You took delivery when ? 

Mr. Kaun. Of the vessels ? 

Mr. ZeLENKO. Yes. 

Mr. Kaun. September, October, and November of 1956. 

Mr. Zetenxo. And when did you trade them out ? 

Mr. Kany. I traded them out in January 1957. I am sorry, sit. 
I stand corrected on the dates. 

Mr. Zretenxko. You see, I have some of the information here. I 
am just trying to verify it. You know what I mean. 

Mr. Kann. All right, sir. 
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Mr. ZetenKo. That is why I am glad you corrected it. 

Mr. Kaun. Yes, sir. 

Mr. ZeLENKO. You got the vessels in September, October, and No- 
vember ? 

Mr. Kaun. Yes, sir. 

Mr. ZeceNKO. ‘Two months later you transferred the vessels out? 

Mr. Kaun. Yes, sir. 

Mr. ZELENKO. You say when you got them, it had not been your in- 
tention to trade them out ? 

Mr. Kann. Right. 

Mr. ZeLtENKO. What happened in 2 months? 

Mr. Kann. When we got them we applied to the Maritime Ad- 
ministration shortly afterwards. 

Mr. ZeELENKO. To do what? 

Mr. Kaun. To permit us to transfer these vessels. 

Mr. ZeLENKO. That is what I want to know. You say when you 
bought them it had not been your intention to trade them out, but 
since you got them 

Mr. Kann. No, sir. 

Mr. ZELENKO. You applied for transfer? 

Mr. Kaun. No, sir. We had contracted for these ships many 
months prior to the delivery of these ships. 

Mr. ZELENKO. Very well. Fine. 

Mr. Kann. So, at the time when we purchased these ships, which 
was many months prior to their actual delivery, we wanted and we 
bought under a contract with the United States Lines three vessels. 

Mr. ZeLeNKO. I understand that. When did you decide to build 
the new tanker? 

Mr. Kann. I could not remember that. 

Mr. ZeLeENKO. What was the date? Was it November 1956? 

Mr. Kaun. That is the day we signed the contract. 

Mr. ZeLenKo. Before you signed the contract you must have been 
in negotiations with the Maritime Commission or the shipbuilder? 

Mr. Kann. We were carrying on various discussions. 

Mr. ZeLeENKO. For how long? 

Mr. Kann. For several months. 

Mr. ZetenKxo. How long? When did you start? 

Mr. Kaun. I could not remember the date. 

Mr. ZeteNKo. You must have started 6 months before this? 

Mr. Kaun. It is conceivable, but I do not know. 

Mr. ZetenKo. You are the president of the company and you must 
know. I will not bind you toa day. Is it fair to say that about 6 
month before November 1956 you decided you were going to build 
this big tanker ? 

Mr. Kann. Before November? 

Mr. ZeLeNKO. That is the date you signed the contract. 

Mr. Kaun. It is absolutely fair to say that. 

Mr. ZeLtenKO. So, that would bring us down to about April—6 
month before November—when you decided to build the tanker? 

Mr. Kann. For that matter, sir, it was our intention to build a com- 
pletely different type of ship and we carried on negotiations with the 
Maritime Administration on a specific type ship for a year before. 
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Mr. ZeLENKO. Well, let us get down to this type of ship. This was 
about 6 months before ? 

Mr. Kann. Two or three months possibly before. 

Mr. ZevenKo. What I want to bring out is this: You say you signed 
a contract in November and you purchased the other ships in May, 
You got delivery in September, October, and November, but some- 
time in May you say you purchased those three ships? 

Mr. Kaun. Probably before then. 

Mr. ZevenxKo. But, also, at the same time you started negotiations 
to build this big tanker ; did you not? 

Mr. Kann. I say the time was not far apart. 

Mr. ZeLenKo. That could be verified, could it not by documents? J 
could get that from the Maritime Commission; could I not? 

Mr. Kann. There is no question about it. 

Mr. ZeELENKO. So, just about the same time as you decided to build 
this new tanker, you decided to buy three vessels from the United 
States Lines ? 

Mr. Kaun. Right, sir. 

Mr. ZeLENKO. And you repeat to me that it was not. within your con- 
templation that you were going to put these three vessels up for 
transfer out when you bought them as part of this deal? Would you 
care to comment on that ? 

Mr. Kaun. Yes, sir. 

Mr. ZectenKo. And, there would be no one in the Maritime Adminis- 
tration to contradict you? 

Mr. Kaun. That is correct. 

Mr. Zevenxo. And, when you decided to build this new tanker 
did you not take up with anyone in the Maritime Administration the 
fact that you were building the tanker as part of a build in-trade out 
program ? 

Mr. Kann. Oh, no question about it. 

Mr. Ze_enKo. No question about what ? 

Mr. Kaun. That I would not have contracted for this tanker had I 
not been permitted transfer. 

Mr. Zetenxo. Had you any other vessels to transfer out at that 
time ? 

Mr. Kann. Yes, sir; I did. 

Mr. ZetenKo. Which ones? 

Mr. Kaun. I had two Liberty ships. 

Mr. ZeLteENKO. Would they have been enough to cover you on this 
deal ? 

Mr. Kaun. No, sir. I would have bought another ship or I would 
have had the transfer of another ship. 

Mr. ZetenKo. I do not wish to impugn your testimony, but it does 
not seem to be made of 100 percent wool to me. It looks to me like it 
was all part of one deal, and what I am trying to get at is this: Iam 
satisfied that you folks purchased these three vessels—the three AP 
vessels in order to get into the build and trade out program. That 
may not be the fact, but I prefer to believe what your evidence has 
shown. I draw my own conclusions. 

Mr. Kaun. I regret this very seriously, because my word has never 
been questioned. 

Mr. ZetenxKo. I am not questioning your word. I put a different 
interpretation on it. You might have changed your mind overnight 
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and you are telling the truth, but I put a different interpretation on 
itas to what your intention was. 

Mr. Kaun. This is something I have no control over. 

Mr. Zetenko. I am putting a different interpretation on it. That 
happens in court and with juries, does it not? Iam adopting my own 
conclusions which I am entitled to do, even though you say it is er- 
roneous. 

How can you come now to the Government and say, “Will you help 
us out of this deal which we managed as a result of your program? 
We gave nothing up that we had. It looked like a good deal, be- 
cause we got three vessels.” 

What did you pay for these vessels, approximately 

Mr. Kaun. In the neighborhood of $800,000 apiece. 

Mr. ZELENKO. $800,000 apiece? That is $2.4 million total? 

Mr. Kann. Yes, sir. 

Mr. ZetenKo. Did you transfer them foreign ? 

Mr. Kann. Yes, sir. 

Mr. ZELENKO. Do you still own those companies? 

Mr. Kaun. No, sir. 

Mr. ZeLENKO. You sold them to somebody ? 

Mr. Kann. Yes, sir. 

Mr. ZetENKO. What did you sell them for? 

Mr. Kann. The two vessels I sold for $622,000 each. 

Mr. ZELENKO. I am talking about the time. 

Did you run those vessels foreign ? 

Mr. Kaun. Yes, sir. 

Mr. ZELENKO. And were you able to get contracts to run them ? 

Mr. Kann. I have contracts. 

Mr. ZetENKo. For how long a period of time? 

Mr. Kann. I had contracts for a couple of years, and may I tell 
you that two of these ships were transferred out—I transferred these 
vessels out, two in January and one in February of 1957—from Octo- 
ber 16, 1958, October 18, 1958 to September 15, 1959, and until August 
1959 two of these vessels had been in layup. 

Mr. ZeLenKO. I am talking about from 1956 at the time you pur- 
chased them. 

How long did they work—the three vessels ? 

Mr. Karin. Well, here we have dates and I will name all the ships. 

Mr. ZeELENKO. Give it to me approximately. I do not want to take 
more than another minute or two. 

Did they work for a couple of years after that ? 

Mr. Kann. No, sir, they did not. They were in layup from, as I 
said before, October 16, 1958 to September 15, 1959 on one ship, and— 

Mr. ZeteNKo. No; but between 1956 and 1958 they were working? 

Mr. Kann. No, sir; we transferred them in 1957, sir. 

Mr. ZetenKo. When? 

Mr. Kaun. We transferred these vessels in 1957. 

Mr. ZeLeNKo. What day in 1957? Was it in January? 

Mr. Kaun. Two in January and one in February. 

Mr. Zerenxo. Did they not have charters? Did they have business 
after that ? 

Mr. Kaun. We had business in the house. We operated these ships. 

Mr. Zerenxo. That is what I am talking about. 
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Mr. Kaun. Sure we did for this period. 

Mr. ZetenKo. And was not some of that money put into the build. 
ing of the new tanker? 

Mr. Kann. I am sure that some of the money that these ships 
earned has gone into these tankers, but on the overall picture it go 
happens that we, as a company, have lost money. 

Mr. Zetenxo. Just answer my question: Some of that money—and 
you said before that you took money from foreign flagships and 
foreign operations and put it in this venture ? 

Mr. Kaun. Yes, sir; that is correct. 

Mr. ZeLtENKO. That is what I am driving at. It was the income 
from these vessels that you put into the building of this tanker? 

Mr. Kann. That is correct. 

Mr. ZetenKo. Right? 

Mr. Kann. That is correct. 

Mr. ZetenKo. Did you take the income from any other foreign 
ships you had and put into this tanker ? 

Mr. Kann. Sir, what we did 

Mr. Zetenxo. Did you or did you not? 

Mr. Kann. I did not. 

Mr. ZeLtENKO. So, these vessels that you transferred out earned 
enough money 
Mr. Kann. May I correct myself, please ? 

Mr. ZrLenKo. Yes, you may. 

Mr. Kaun. We had these three ships, plus another foreign ship 
one company. 

Mr. Zetenko. What is that? 

Mr. Kann. We had these three ships, plus another foreign ship 
in thiscompany. They were a one-ship company that we transferred 
these ships to: This foreign company borrowed from the Bank of 
America $3 million. 

Mr. ZeLteNKo. Let me ask you something with reference to this: 

How much of this $3.5 million that you said was cold cash which 
we have now developed you got from the vessels which you had 
bought from the United States Lines and put into foreign—how much 
of that $3.5 million came from these three vessels, just the three we 
are talking about? 

Mr. Kann. I could not separatethem. Most of it did. 

Mr. ZeEtENKO. Most of it? 

Mr. Kann. But you 

Mr. ZELENKO. Just a minute, please. I do not want to preclude you, 
but I would appreciate an answer to my question. 

You buy these vessels and you are getting ready for this deal. You 
transfer them foreign and out of these foreign earnings which you 
could not have made if they were American flag, you take that money 
and put into the building of this vessel, the cold cash you are t talking 
about? That is the same deal that Onassis has. 

Mr. Kann. That is not so. 

Mr. ZeteNnko. There is no difference. 

Mr. Kaun. I am sorry, sir, to correct you. 

Mr. ZetenxKo. Did most of the money come from the earnings of 
these three vessels ? 

Mr. Kaun. I am afraid you are not giving me an opportunity to 
explain myself. 
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Mr. ZELENKO. I want to know this: 

Is it a fact that most of the $3.5 million cold cash that you say 
came from foreign operations come from these three vessels ? 

Mr. Kaun. Right. 

Mr. ZELENKO. Now, outside of that, how much money did you put 
into this tanker, outside of the earnings of these three vessels ? 

What I am trying to get at is to try to prove—and I may be 
wrong—that you people did not put up one penny of any money you 
had ever had before you transferred these vessels foreign in order to 
build this tanker. 

Mr. Kann. Nothing could be further from the truth. 

Mr. ZeLENKO. Then, how much did you put up ? 

Mr. Kaun. May I explain it in my own language, and if the ex- 

lanation is not satisfactory, please ask me any further questions ? 

Mr. ZELENKO. Yes, sir. 

Mr. Kaun. When we bought these ships from the United States 
Lines, did we or did we not have to put up $3.2 million in cold cash to 
pay for these ships? We did, and that was money we had to put up. 

Mr. Zetenxko. All right. 

Mr. Kann. We transferred the ships. Let us say we did not do 
anything at all with the ships and let us forget about the money they 
earned. 

Mr. ZeteENKO. At that time, after you transferred them foreign, how 
much were the ships worth the minute they went under the foreign 
flag ? 

Mr .Kaun. They were worth $1 million American apiece. 

Mr. ZeteNKo. $1 million? 

Mr. Kann. They were worth approximately $1.3 million foreign. 

Mr. ZeLEnKo. Apiece ? 

Mr. Kann. Yes, sir. 

Mr. ZeLtenxKo. That is $4 million almost. 

Mr. Kaun. Yes, sir; so that the Government, in effect, gave us an 
opportunity to earn approximately $1.2 million—say, $400,000 
apiece—for this venture. Let us say—forget I did any business with 
ships. I admit to the fact that this transfer has permitted me to earn 
$1.2 million. So that in effect hard cash money involved was only $2 
million rather than $3.2 million that I invested in this venture. I did 
not take advantage of the opportunity and I did not sell my ships. 

Mr. ZetenkKo. Because at that time you were earning money on 
thm. They were earning money. That is why you did not sell them. 

Mr. Kaun. I was earning money on the Americans as well and it is 
nocrime for me to earn more money. 

Mr. ZeLENKo. Mr. Kahn, you keep alluding to “crime” and “hidden.” 
lam not talking about crimes nor hiding. This is all aboveboard. 

Mr. Kaun. Mr. Zelenko, I admit that the Government’s transfer- 
out program offered me an opportunity to acquire $1.2 million, had 
I taken advantage of it. Under your interpretation, my true invest- 
ment of hard cash, then, instead of being $3.2 million, is only $2 mil- 
lion. The fact that I did not take advantage and did not earn this 
added value of these ships is my own fault; it is true. 

Mr. Zetenxo. But those ships were not earning anything when you 
purchased them, either, is that right ? 

Mr. Kann. When I purchased them, I gave the United States Lines 
acheck for $2.4 million. 














156 MERCHANT MARINE LEGISLATION 


Mr. Zerenko. But, they were not earning anything. 

Mr. Kaun. But, it would not have made any difference. Instead of 
purchasing those ships 

Mr. Zetenxko. You did make a statement that they were earning 
money. You said they were earning “American.” ‘They were earning 
under the American flag, but they were not 

Mr. Kann. I do not follow the statement. 

Mr. ZetenKo. When I said the reason you did not sell them at that 
time was that you were going to earn a lot of money with them. You 
said, “Well, they were earning money and they were American flag.” 
But, I say they were not earning anything. 

Mr. Kann. No, sir. During the time I transferred out on my ships 
they would have earned a good deal of money under “American” ag 
well. That is why the value of the ships enhanced from $800,000 to 
$1 million. Again, I say the same thing: If the value of the ship in- 
creases, it is an indication that the market is higher. Instead of that, 
I chose to transfer the ships. I did not sell the ships and, therefore, I 
did not realize $1.3 million for them, which was the market. I oper- 
ated the ships for some $350,000. 

Mr. ZetenKo. How much profit did you make on the ships while 
they were being operated for 2 years? 

Mr. Kaun. I did not make a profit. I had contracts in the house on 
which I would have made much more money had not I owned these 
ships. 

Mr. ZeLENKO. You put these three vessels to work. They must have 
earned something. How much? 

Mr. Kann. They earned me less than they would have under the 
American flag, but that is my fault which I hold no one blameless for. 

Mr. ZetenKo. To come down and wrap up what I am getting at, in 
the interest of shortening up the time, under the present situation if 
you default the bank takes the vessel over ? 

Mr. Kaun. No, sir; they will not take the vessel over. 

Mr. Zetenxo. All right. The Government pays ? 

Mr. Kaun. Yes, sir. 

Mr. Zecenko. And the Government takes the vessel over? Is that 
what you say ? 

Mr. Kaun. Yes, sir. 

Mr. ZetenKo. And the bank does not have the choice of keeping 
the vessel ? 

Mr. Kann. Sir, under the Maritime mortgage we cannot sell our 
ship without Maritime approval. 

Mr. Zetenxo. Not your ship, but the bank forecloses. Suppose 
the bank forecloses ? 

Mr. Kaun. The bank is not in the shipowning business. The bank 
will not foreclose. The bank notifies the Government that Mr. X is 
in default. 

Mr. ZevtenxKo. The bank could keep the vessel, could it not? 

Mr. Kaun. No, siree. 

Mr. ZeLeNKo. You say no? 

Mr. Kaun. No, siree; that is my judgment. I believe that they 
cannot. Their primary guarantee and their primary security—I 
should correct myself—is the Government guarantee. It is as good 


guarantee as a U.S. bond. That is our security. 
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Mr. ZELENKO. One more question: 

We have received some literature today, or yesterday, from a group 
of tramp ship operators and they say why should you people get the 
advantage of this thing. 

Mr. Rann. Yes, sir. 

Mr. Zetenxo. And that you are going to cut into their market if 
you are permitted to do a lot of things you want to do in order to 
keep these vessels running. 

Why should another group of American vessels argue against 
something you say only does good for the Government? Do we not 
have another segment of the same business saying we should not 
do it? Why is their argument not as substantial as yours? Why 
should we put them in an inferior position to what they have now if 
we follow what you want us to do? Why should we help you and 
hurt them? They indicate they will be hurt by this legislation. We 
have to help everybody. Why should we hurt one group of vessels 
in order to help another? 

I would like an answer to that question and then I am through. 

Mr. Kann. Well, sir, I cannot say—I do not know what specific 

rogram the tramp owners have come in to you with. I think they 

ave come in with one specific request, and that request which they 

have come in with states as follows: They agree, and they do not 
object to, legislation and I would be pleased to be corrected by the 
tramps on this. I happen to be a member of the board of directors of 
the Tramp Ship Owners Association as well. They say if this legisla- 
tion is passed it should exclude these types of 11 tanker owners from 
the carriage o f Public Law No. 480 cargoes because we with larger 
ships carry the cargoes more economically and we are unfair com- 
petition to them. 

I say to that to put us in a different category to that of Sinclair 
or Gulf or Esso not only is unfair, but I also say that it defeats the 
very purpose of this legislation, because at times—and only at times— 
when the carriage of o1] is threatened and when there are not sufficient 
cargoes to carry oil, we are forced into other trades and we carry 
Public Law 480 cargo. 

Mr. ZeELENKO. I do not want to take too much time. 

You own a tramp ship and you own one of these? 

Mr. Kaun. Yes, sir. 

Mr. ZecenKo. So, if you do not get the business in the tramp ship, 
you get it in this? 

Why should the people who own only tramp ships suffer? 

Mr. Kaun. I say they are suffering regardless. It is unfortunate. 

Mr. ZetenxKo. I yield, Mr. Chairman. 

The Coarrman. Mr. Casey, do you have any questions? 

Mr. Casry. Yes, sir, Mr. Chairman. 

You are hauling grain now, are you not? 

Mr. Kann. We have used this vessel twice in the carriage of grain. 

Mr. Casry. What is the difference between the value of your car- 
ty I mean your income on the use of your ship for grain over 
oil ? 

Mr, Kaun. Sir, this vessel was in layup prior to this particular 
business of grain that has occurred, and the difference was that it 
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rr have remained in layup had we not. gotten these two cargoes 
of grain. 
{r. Casey. That does not answer my question. 

How profitable is it to carry grain in comparison with hauling oil! 

Mr. Kaun. Neither one is profitable, sir. We are losing somewhat 
less in the carriage of grain than in the carriage of oil. 

Mr. Casey. In other words, your income on the carriage of grain 
is higher than on the carriage of oil ? 

Mr. Kaun. Yes, sir at this particular moment. 

Mr. Casey. But neither one is profitable, you say ? 

Mr. Kann. No, sir. 

Mr. Casey. Is that due to the fact that it is not profitable to haul 
it or is it due to the fact that there is not enough to haul? 

Mr. Kaun. It is due to the fact that the foreign market condi- 
tions are not good. There are just too many ships for the amount 
of cargoes available. 

Mr. Casey. If you were kept busy, it would be profitable in either 
case; is that right ? 

Mr. Kaun. It might be; yes, sir, provided the rate was set. 

Mr. Casey. In other words, what I gather from your answer is 
that it is a losing proposition to even operate a ship, period. Is that 
right? 

Mr. Kaun. At this particular time it is, sir, but we suffer a far 

reater loss where we are in layup. While we operate, we suffer a 
esser loss as compared to layup. 

Mr. Casrty. Why do you want to stay in business where you meas- 
ure your operations by degree of loss rather than profit ? 

Mr. Kaun. Because having had experience in the steamship busi- 
ness we feel—and based on studies that have been made—the situa- 
tion we speak of is temporary in nature and in due course—and in a 
relatively short period of time, we all hope and expect that the mar- 
kets will improve. 

Mr. Casgy. By “relatively short period of time,” what length of time 
are you speaking of ? 

_Mr. Kaun. The best estimates that have been made are 2 or 3 years, 
sir. 

The CuHatrMan. Within that time, how much would the Govern- 
ment have paid in through defaults? 

Mr. Casry. He is talking about $1 million here on this one ship; 
is that not right? 

Mr. Kaun. This is our obligation to service our mortgage, but 
that does not mean we will come to the Government for $1 million 
a year. We may earn one-half of it or we may earn three-fourths of 
it, and we may come only for $100,000. We do not expect to operate 
this ship and have to come to the Government for the entire $1 million. 
That is not the expected situation, sir. 

Mr. Casey. Let me ask you this question: What security do you 
think the Secretary of the Department of Commerce should require! 

Mr. Kaun. I think that the Secretary of Commerce will have the 
security of being No. 1 after the first mortgage. 

Mr. Casey. What security do you think he should require? You 
say the bank will not hear of a second lien. 
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Mr. Kaun. Incidentally, this situation is just. with one bank, and 
perhaps other banking institutions may agree. 

Mr. Casey. Let us stick with your problem. Your bank will not 
hear of a second lien. What security would he have? 

The Cuarmrman. You are asking what security the Secretary of 
Commerce would have on the money he advances? 

Mr. Kaun. Yes, sir; we consider—I do not know the exact legal 
term for it, but they will get from the company a subordination agree- 
ment wherein their money that they lend us is directly considered and 
follows the first mortgagee’s money and this will be posted in the 
wheelhouse. That is what I think the Secretary should have from 
the company. . 

Mr. Casey. Suppose this matter does not clear up in 3 years and 
you just throw up your hands and say, “You boys fight over it.” 
Where will the Federal Government be? 

Mr. Kaun. We hope this will never come about. 

Mr. Casry. I am talking about if that actually happened. What 
position would the Government be in ? 

Mr. Kaun. Speaking as an individual, I will never throw my 
hands up, and I hope this venture will eventually succeed, because 
I think these ships should remain in operation. 

Mr. Casey. You say you will never throw your hands up. If this 
bill does not pass, what are you going to do with your ships? 

Mr. Kaun. If I have no alternative, I cannot do anything about it 
and the Government will foreclose. 

Mr. Casey. Are you going to let the ship go if this bill does not 

ass # 

' Mr. Kaun. I have no alternative but to let the ship go. 

Mr, Casey. If the Government took the ship over and the Bower 
Bank called on the Government and you let it go, do you not thin 
the Government would be in a little better shape by leasing you this 
ship whenever you wanted to use it and getting some profit out of 
it that way rather than sitting here and worrying about the mortgage? 

Mr. Kaun. I think the Government would be in far worse shape 
than that, because the deterioration of this vessel in layup can 
counted in millions of dollars. There is a tremendous deterioration 
of ships in layup. 

Mr. Casey. There is deterioration with corrosion when they haul 
oil, is there not ? 

Mr. Kaun. Yes, sir. 

Mr. Casey. You told me that the mortgage was about equal to the 
valueof theship. Is not that what you said ? 

Mr. Kaun. No, sir. 

= Cassy. Does the value of the ship ever exceed the mortgage 
value ? 

Mr. Kaun. Oh God, yes; I hope so. 

Mr. Casry. All right. If the Government is for guaranteeing the 
mortgage and we enact this bill and it starts making payments on it, 
it is stuck to continue making payments, is it not ? 

Mr. Kaun. Why is the Government stuck, sir ? 

Mr, Casey. If you defaulted and it did not make the payments, 
the Bowery Bank—and I think I am sure of this—would have the 
right to take over that ship. 
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Mr. Kaun. But they do not want the ship. The Government wil] 
take the ship. 

Mr. Casry. Do not kid youself. If that ship is worth $3 million 
more than the mortgage, they would take it. 

Mr. Kaun. Yes, sir. This problem would not exist if that were 
true. 

Mr. Cassy. We are getting back to what I was talking about a while 
ago. Does the ship’s value ever exceed the value of the mortgage? 

Mr. Kaun. Yes, it does, and it may exceed it 20 years from today, 

Mr. Casey. You have answered my question whether you know it or 
not. 

The Cuarman. Gentlemen, if there are no further questions of 
this witness—and the counsel has some questions to ask the witness— 
Mr. Kahn, can you be back here at 10 o’clock tomorrow ? 






















Mr. Kaun. Yes, sir. Ee 
The Cuarrman. The committee stands adjourned until 10 o'clock | 91! 
tomorrow morning. of 
(Thereupon, at 11:55 a.m., the committee adjourned to meet again 


at 10 a.m., Wednesday, June 22, 1960.) 
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WEDNESDAY, JUNE 22, 1960 


House or REPRESENTATIVES, 
SuBcoMMITTEE ON MercHANT Marine 
OF THE CoMMITTEE ON Mercuant Marine AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to adjournment, in room 
919, Old House Office Building, Hon. Herbert C. Bonner (chairman 
of the committee) presiding. 

Present: Representatives Bonner, Pelly, Mailliard, Ray, Van Pelt, 
Tollefson, Miller, Ashley, Zelenko, Downing, and Casey. 

Staff members present: John M. Drewry, chief counsel, and William 
B, Winfield, chief clerk. 

The CuairmaNn. The committee will come to order. 

When the committee adjourned yesterday the members finished ask- 
ing questions of the present witness. Now the counsel has some ques- 
tions to ask the witness. 

Mr. Drewry. Mr. Kahn, there has been quite a lot of discussion 
about the fact that this type of legislation is quite unusual as an ordi- 
nary business transaction. There have been other indications that 
perhaps there are not adequate safeguards. I judge from the testi- 
mony of Secretary Allen that the sole reason for the administration 
favoring this proposal in amended form as recommended by them is to 
avoid having to pay out extremely large sums of money at one time 
under the existing law rather than any desire to be helpful to a partic- 
war segment of business. 

In trying to think over things that might be appropriate to serve as 
safeguards to the Government what would be your suggestions, in 
view of the testimony of Secretary Allen, and yourself, and 1 believe 
Senator Potter and Mr. Spears that this situation probably won’t last 
lng. What would you think of the bill being further amended to 
provide for a limitation as to time to, say, 2 years so that Congress 
can again review the whole picture and determine whether the situa- 
tion has improved or whether there have been abuses in the admin- 
istration of it? 


STATEMENT OF JOSEPH KAHN, PRESIDENT, COMMITTEE OF 


AMERICAN TANKER OWNERS, ACCOMPANIED BY MARVIN COLES, 
COUNSEL—Resumed 


Mr, Kaun. Sir, it is my impression that the Congress has that right 
regardless. We would hope if Congress was to set a limitation on it it 
would be, say, a 3- or 4-year limitation rather than a 2-year limitation 

use, based on the estimates of most experts and people who have 
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made analyses of the market, we think that this picture will improye 
in a period of 2 or 3 years and we would hope that if there was a limita. 
tion set on it in the wisdom of the Congress it would be, say, a minimum 
of a 3-year limitation for review rather than a 2-year limitation, 

Mr. Drewry. Your approach then is that perhaps 3 years would 
see a clarification of the picture? 

Mr. Kaun. Thai is correct, sir. 

Mr. Drewry. And my approach was more a matter of providing 
for review by the Congress, irrespective of whether things might haye 
changed, to see not only whether the need continues, but whether the 
program has been administered in a proper fashion. 

Mr. Kann. Mr. Drewry, it appears to me that it is conceivable that 
this one year is the year that we may require help. There may be the 
beginning of some better times commencing this fall, say, and we may 
cover ourselves for part of the following year and then find ourselves 
again in a difficult situation so in my judgment a 2-year period is per- 
haps not a good test period. In my judgment a 2-year period is just 
insufficient time to give the program sufficient time to prove itself, 

Mr. Drewry. My next question isn’t referring to the fact that this 
is an unusual situation. It is a program which, as I understand it, 
again from Secretary Allen, the Government went into because of a 
national need, for security purposes principally, of having large tank- 
ers or new tankers of the American flag. This is essentially the same 
philosophy that is behind the 1936 act, which provides for subsidies 
and other aid to dry cargo vessels. As far as the operators are con- 
cerned they are hoping to get what is extraordinary additional assist- 
ance. I would like to raise the question then of what your thought 
would be if this bill were further amended to provide an additional 
provision in line with section 802 of the 1936 act which provides that 
in the event the United States should have occasion to acquire owner- 
ship of any of these vessels where advances have been made during 
an emergency they acquire them at the depreciated book value rather 
than at the inflated emergency value. 

Mr. Kaun. If I may be permitted, since this is a highly legal ques- 
tion, I should like the counsel to answer this for me. 

The Cuatrman. I do not think there is anything legal about it. 
There is nothing legal about this at all. It is a question of whether 
you want to consider this. 

Mr. Kann. Sir, from a practical point of view if we had this pro- 
viso I am not too sure of how it would affect our mortgage obliga- 
tions, but it would appear to me that it would be impossible to meet 
our mortgage obligations, and the counsel gave me an explanation of it 
which I am not as equipped to answer as well as Mr. Coles would, and 
for the benefit of getting a clear explanation of it I would appreciate 
having Mr. Coles give that explanation to the committee. 

Mr. Corrs. Mr. Chairman, section 802 applies to ships built with 
subsidy and section 902 applies to the Government taking by requisi- 
tion of ships built without subsidy. Now, section 902 provides that in 
the event the Government requisitions they shall pay just compensa- 
tion and that just compensation shall be without any enhancement due 
to the cause of the taking. As an example, suppose as of July 1 a ves- 
sel is worth a million dollars. On July 2 there is an outbreak of war 
and the ship automatically, we will say, would be worth $2 million. 
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On July 3 the Government takes the ship, but under section 902 only 

ays the $1 million, which is the just compensation value. Now, that 
geems to me to be perfectly fair. Under section 802, which deals only 
with construction-subsidy ships, you have the problem that what they 
do is they first take the cost of the ship, deduct from that the con- 
struction subsidy, then depreciate the owner’s interest in the vessel, 
and they compute the depreciated value and pay the depreciated 
value. 

Now, in section 802 they say : 

In computing the depreciated value of such vessel depreciation shall be com- 
puted on each vessel on the schedule adopted by the Bureau of Internal Revenue 
for income tax purposes. 

Since 1954 most businesses, and that would include shipping as well 
as any other business, have used a schedule of depreciation known 
as the declining-balance method or the sum of the digit method rather 
than the straight-line method, so that the result is that in the first haif 
life of the vessel the depreciation is greater. 

Now, that means that the depreciated book value under section 802 
could be a great deal less than the outstanding balance of the mortgage 
because assume for the moment in the first half life under the declin- 
ing balance or sum of the digits you take off roughly two-thirds of 
the cost of the vessel. You would then get under section 802 one-third. 
On the mortgage, however, you would only take 5 percent per year 
and you would still have 50 percent outstanding, so that the amount 
gotten under a section 802 requisition could in many circumstances be 
less than the outstanding balance of the mortgage. 

Now, when you go over to section 902 what you do is you get what- 
ever the vessel is worth at that time on just compensation. The owner 
would have to pay off his mortgage and any balance would be his and 
nomore than that balance would be his. 

Mr. Drewry. Section 902 applies in any event ? 

Mr. Corns. I would say section 902 applies to every ship in the 
American merchant marine except those under subsidy. 

Mr. Drewry. Let’s put aside this question of the technicality of the 
depreciation schedule used for tax purposes. The point I am trying 
to make is that the Government has here first of all gone a rather far 
piece in guaranteeing the mortgage on this program in order to have 
these vessels available for national defense. It then goes still another 
step further, giving an advantage, a rather considerable advantage it 
would seem to me, to any of the operators who wish to stay in business 
by bailing them out on an advance payment basis. 

Therefore, it seems not unreasonable to request that at the very least 
some such right to the Government as this: That if the ships should be 
needed for the purposes for which they were built in the event of war 
or national emergency, then it is only fair that the Government should 
not have to take them at an enhanced value, aside from this wartime 
enhancement. 

You will recall just-compensation cases in World War II. I con- 
sider this case to be quite different from that of a person who built |1's 
own ship with his own funds and has been hit by a wartime situation 
or preliminary to it where the value has been built up and then sky- 
rocketed, but. the skyrocketing of course is taken off in section 902. 
Therefore, it doesn’t seem to me to be unreasonable that this section 
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802 right should be vested in the Government in return for keeping 
the operator in business. 7 

In a second mortgage situation I understand it is not unusual for 
the second trust holder to take a part of the business. 

Mr. Cores. Mr. Drewry, I can only say this. I can’t agree with 
you because not only do I feel that it would foul up the mortgage 
situation, but I would like to point out that section 802 only applies 
to subsidized ships. Now, subsidized shins in addition to getting the 
operating subsidy, most properly getting it, and in addition to getting 
the construction subsidy, most properly getting it, also are eligible 
for and receive title XI mortgage guarantee assistance, and again 
quite properly. 

These ships only get one advantage and that advantage is title XT 
assistance and then the advance payments which they must repay, 
Now, I might add parenthetically that these people pay a substantial 
insurance premium to the Maritime Administration. That is 
three-quarters of 1 percent of the outstanding balance. On a ship of 
Mr. Kahn’s size, where the mortgage is I think $12 million, the first 
year’s premium, which I am quite certain has been paid, amounts to 
just under $100,000. 

It just seems to me that to put them under section 802, in other 
words, making these ships comparable to those receiving construction 
subsidy, and operating subsidy, is going too far. 

The Cuatrman. I understand the witness fears that in case of re- 
capture or taking by the Government the Government might take the 
shin at less than the depreciated value of the ship. Is that in a nut- 
shell what you say? 

Mr. Cours. No, sir; that the Government could take at less than 
the outstanding balance of the mortgage. 

The Cuatrman. However, what if a provision provided, notwith- 
standing the provisions of section 802, and so forth, that the Govern- 
ment would not take the ship at less than the depreciated value of 
the ship and the mortgage existing at that time on the ship, less the 
advancements of the Government ? 

Mr. Corrs. I would say this, sir. I would say that any taking of 
the vessel which would merely be on the amount of the mortgage plus 
any advances would necessarily wipe out the equity of the owner, so 
he would get nothing. Now, at the present moment query how seri- 
ous that is. But if these vessels do get on their feet, if these people do 
realize what they thought they were going to achieve when they built 
these ships, they might build up their equity again, and to wipe that 
equity out I think would be unfair. 

May I suggest what the chairman is driving at. I certainly would 
agree wholeheartedly that any payments made on requisition of the 
ship should be reduced by the amount of the mortgage, paying off 
that mortgage, and also reduced by the amount of advances made by 
the Government, so that the net to the ship-owning company is only 
the difference between the value of the ship, without any increase for 
enhancement, less the mortgage guaranteed by the Government and 
less the advances made by the Government. That certainly is fair. 

Mr. Mari1arp. Will the gentleman yield? 

The Cuarrman. Yes. 
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Mr. Martxu1arp. I don’t quite follow your logic, Mr. Coles, because 
if we don’t pass this bill and it is necessary to foreclose, the equity is 


gone any way. 


Mr. Cours. That is certainly true, Mr. Mailliard. 

Mr. Maixu1arp. So it would seem to be that if the question of pass- 

e of the bill depended upon this feature of the Government being 
tble to requisition under section 802, but with the proviso suggested 
by the chairman, and it would not be less than the outstanding balance 
of the mortgage, I think you would be well advised to accept it. 

Mr. Cotes. Mr. Mailliard, as of this moment you are undoubtedly 
correct. Now, all of these vessels were built, I presume, with the 
thought that they would work out properly. L also presume that no 
owner would want to continue operation of these vessels with Gov- 
ernment advances unless he was reasonably confident that ultimately 
they will work out. I certainly say that so long as the advances are 
made by the Government and have not been re paid, the Government’s 
just compensation price should be reduced by that amount. But I 
don’t think in the event these ships do work out that the owners equity 
should willy-nilly be wiped out merely because at one stage of the 
ship’s life he w as required to take advances. 

Mr, Drewry. Mr. Coles, subject to the suggestion added by the 
chairman, that covers me on that question. Now I have one more, 
which may be implicit in Maritime’s procedures, but I do not see the 
explicit in the legislation. That is a requirement that there be an 
agreement that no earnings or profits be drawn down until all advances 
have been repaid. What comments would you have on that? 

Mr. Cours. I certainly agree that that should be done, Mr. Drewry. 
May I say that under the existing mortgages certain requirements are 
established for the maintenance of net wor th and wor king capite al, and 
unless those are maintained, and if they are maintained | might add 
parenthetically then there is no question of servicing the morgage 
unless they are maintained no dividends can be paid. 

I would certainly say that every owner should be required to agree, 
and the legislation can so state if you think it advisable, that no divi- 
dends will be paid under any circumstances so long as any advances by 
the Government are outstanding. 

Mr. Drewry. Are there similar requirements with respect to ap- 
proval of executives’ salaries 4 

Mr. Cotes. Yes; there 1 is a provision that no salary shall be over 

$25,000 unless the working capital and the net worth requirements are 
met. In other words, could I put it this way : The Maritime Adminis- 
tration’s requirements, and I believe this would be in all the mortgage 
agreements, as I say, x dollars for working capital and y dollars 
for net worth. Thereafter to the extent that you exceed those re- 
quirements you may pay out of profit up to 10 percent of the capital 
employed ; in other words, 10 percent of your investment. 

Thereafter all moneys go into what is known as a restricted fund 
which cannot be used except with Maritime’s permission, and that 
restricted fund, if memory serves me correctly, each year must be 
equal to one additional year’s principal and interest. Thereafter if 
there were to be earnings in excess of that, 50 percent more goes into 
the restricted fund and 50 percent of the excess earnings ‘could be 

paid out of his dividends. 
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Mr. Drewry. Mr. Kahn, do you agree with Mr. Coles on that 
question ? 

Mr. Kann. I do, sir. 

Mr. Drewry. Just one more question. You made a statement 
yesterday which was not exactly pertinent to the bill itself, but J 
would like your comment on it. As I understand it, you stated that 
the other maritime nations had a national cargo preference for im- 
ports of petroleum products. I have heard that France does have 
such a system, some sort of an actual percentage basis. It was news 
to me that there were others who have a preferential control over im- 
portation of petroleum. 

Mr. Kann. France has a law on its books or an executive directive 
where two-thirds of its imports are brought in on French tankers, 
Japan also has a directive. The other countries that I had in mind 
by a matter of policy or practice import a minimum of 50 percent of 
their pertroleum products on tankers of their own registry. 

England controlled it subtly at one time when there were cur- 
rency restrictions. They have just given permission to British-flag 

tankers to bring in the petroleum products and today they do it hy 

practice. They are much more disciplined in that respect than we 
are and the Bank of England to a large degree controls the economy 
and the flow of petroleum, 

Mr. Drewry. There is not visible law ? 

Mr. Kann. There is no law on the books of Great Britain nor js 
there a law on the books of Norway, but they manage to import at 
least. a minimum of 50 percent and in most cases considerably more 
than that. 

Mr. Drewry. What about Italy? 

Mr. Kaun. Italy is doing the same today, sir, also without a law, 
but the Government seems to play a hand in it and the chartering 
companies favor flags of their own nationality. 

Mr. Drewry. So. Japan and France are the only ones that you 
know of that actually have a statute on the books? 

Mr. Kann. That is correct, sir. Incidentally, I don’t even think 
that it is a statute on the books. T believe it is an executive directive 
that accomplishes the purpose. 

Mr. Drewry. That is all, Mr. Chairman. 

Mr. Asnury (presiding). Mr. Tollefson? Mr. Zelenko? 

Mr. Zetenxo. Mr. Kahn, yesterday I believe you told us that after 
you had transferred those three liberty ships to foreign flag you then 
sold them. You sold those foreign- flag ships. Did you transfer to 
one of vour companies when you transferred foreign flag ? 

Mr. Kann. They were AP2 Victory ships, not Liberty ships. We 
transferred them to one of our own comnanies and eventually we 
brought two of them back to American registry and sold them in this 
countrv to Prudential Lines. 

Mr. Zetenxo. When you brought them back to American registry 
you brought them back to another one of your companies? 

Mr. Kann. That was just for 1 day. That was a question of tech- 
nical transaction. This was purely a procedure that our counsel has 
advised us to follow. 

Mr. ZetenKko. What was it? A bookkeeping and tax transaction! 

Mr. Kaun. Probably so, sir. 
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Mr. ZeLeNKo. And that was to give you some advantage? And this 
is legitimate. I want to reassure you again, as a result of some of the 
remarks you made yesterday or some of the insinuations you might 
have made or that you thought I was making, this was a ‘legitimate 
transaction, but you transferred them back to American registry and 
then sold them because that would give you a tax advantage of some 
kind? Isthat what you are telling us? 

Mr. Kaun. I presume that that is correct, sir, excepting I can in- 
form the committee of this: That we have sold them to this American 
company for exactly the amount of money that we sold them in turn 
to Prudential. It was a complete washout. 

Mr. ZELENKO. When you say washout, you mean in the sense that 
you would then get a tax advant: age of some kind to yourself ? 

Mr. Kaun. I am certain that I was advised and it perhaps was a 
tax advantage. 

Mr. ZetenkKo. I have no doubt you were advised properly. I ask 
you was it done for the purpose of acquiring a tax advantage on this 
transaction where you transferred them back to your own company 
for 1 day and then sold them to another company. You know why 
you did it, do you not ? 

Mr. Kaun. No, sir; I frankly don’t know why because as far as I 
was concerned, I mean from a purely technical point of view, having 
owned these ships in a foreign corporation, which they were in, 1 
don’t see why I benefited in anyway because I could have in effect 
sold them directly to Prudential for $5 million and would have paid 
no taxes on it ina ‘foreign corporation. 

However, we were advised, and we followed the advice of our own 
counsel and our accountants, and we transferred them to an American 
company. Oh, I think that the purpose of this was that in having 
gone through Coast Guard inspection there were some technicalities 
wherein we had to be an American company. 

Mr. ZeLeNKo. Is that the same counsel, Mr. Coles, that sits with 
you? 

Mr. Kaun. No, sir. 

Mr. ZetenKo. You say that you don’t know why it was done, or is 
is your answer that it was done because you would get some tax benefit 
out of it ? 

Mr. Kann. I am sure I didn’t receive any tax benefits per se on it. 

Mr. ZeLeNKo. What does that mean, per se? 

Mr. Kaun. Well, sir, because there w as no tax involved. 

Mr. ZetenKo. Let us see. They were in foreign flag. At what 
price did you transfer them to your Ameri ican registry ? 2 

Mr. Kaun. For the exact same price as they were sold eventually to 
Prudential. 

Mr. ZeLeNKo. At what price did you sell them from the foreign com- 
pany to your own American company ? 

Mr. Kann. At the price of six-hundred-some-odd thousand dollars 
each, 

Mr. ZeLENKO. From the foregin flag to American flag you sold 
them for $600,000 ? 

Mr. Kann. Yes 

Mr. ZELENKO. That was $200,000 less than you bought them for 
originally ? 
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Mr. Kaun. That is correct. 

Mr. ZELENKO. So you wrote off a $200,000 loss on each ship? 

Mr. Kaun. No, sir; we did not. 

Mr. ZeLenKo. What was the foreign price of the ship at the time 
you sold it to your American company for $600,000% What was it 
worth on the foreign market ? 

Mr. Kann. It was worth considerably less because the only wa 
we were able to get $600,000 was to have them brought back to Ameri- 
can registry. The situation has reversed itself. At this time to haye 
sold them foreign we would have only gotten, say, $450,000, 

Mr. ZeteNxo. You brought them back to American registry because 
at that time it was then to your business advantage to have them 
under the American flag? 

Mr. Kaun. That is correct, sir. 

Mr. ZeLteENKO. When you first transferred them foreign you had q 
business advantage, is that right ? 

Mr. Kann. That is correct. 

Mr. Zetenxo. Three years later you then transferred them back 
to American registry because now your business advantage is on the 
American side ? 

Mr. Kaun. That is correct, sir. 

Mr. ZetenxKo. And these are the same ships involved in this original 
deal ? 

Mr. Kann. Again a 

Mr. ZeLENKO. ¥ see. So the first step you took in going into this 
program was to give you a business advantage. The second step you 
took was to give you another business advantage. Is that right! 

Mr. Kaun. No; I wouldn’t like you to answer my own question, sir, 
The first step I took was to have bought three American-flag ships, 

Mr. Zevenxo. For your business advantage? 

Mr. Kaun. No: just because I thought they were good ships to buy. 

Mr. ZFELENKO. You were not going ‘to do anything with them ? 

Mr. Kaun. I was going to operate them and hope to make a profit 
and hope to make a great deal of money. 

Mr. Zetenxo. And you did make money in the beginning, didn’t 
you ¢ 

Mr. Kann. Yes, sir. 

Mr. ZeLen«KO. Then when you found you couldn’t make money and 
you found it to be more profitable, and this is business, you decided 
to transfer them back to American registry, is that right ? 

Mr. Kaun. When I found that I wanted to sell the ships and I 
could get more money for them under American registry than foreign 
registry I brought them back and I sold them for a higher price than 
I would have sold them had they been foreign. 

Mr. Zetenko. That is again for a business" advantage ? 

Mr. Kann. Yes, sir. 

Mr. ZecenkKo. Is that right? 

Mr. Kaun. Yes, sir. 

Mr. ZetenKo. And also you sold them at $200,000 less than you 
bought them for ? 

Mr. Kaun. That is true, sir. 

Mr. ZeLtenxo. And your accountants, I assume, told you that this 
would give you some kind of tax advantage and what they call an 
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ynwarranted depreciation, or a faster tax loss, or a carryover, some of 
these technical terms, so in selling them for less than you bought them 
for, first of all you sold them American, which was at a higher price 
than you could have sold them foreign and you got permission to 
transfer them back American, didn’t you ? 

Mr. Kann. Yes, sir. 

Mr. ZELENKO. So you got one little advantage there. Also by sell- 
ing them at a lower price than you bought them for, $200,000 less, did 
you get some tax advantage? 

" Mr. Kaun. No, I did not, sir. 

Mr. ZeLenKo. Well, you wouldn’t know, would you, but your ac- 
countants would ? 

Mr. Kaun. No, I know that I didn’t for the simple reason that 
I could have sold these ships for $10 million apiece in this foreign 
corporation. Once they have been foreign, Mr. Zelenko, I could have 
sold them for any amount of money and the only time that I would 
be taxable is when I brought the money back into the United States I 
would have paid a 26-percent capital gain tax. 

Mr. ZetENKO. When you sold them back to your American com- 
pany did you pay a tax on them ? 

Mr. Kann. No, sir; because that didn’t benefit us in any way. 

Mr. ZeLeNKO. But you didn’t pay any tax on them ? 

Mr. Kann. The profit of this transaction, if any, and there was not 
any profit, reverted itself back to the foreign company because the 
true owner of these ships at the time when we made the sale was 
the foreign corporaton. 

Mr. ZeLenKo. Let me get this right. I want to see if I lost any of 
my knowledge from a study that I had about 5 years ago with that 
Humphrey blooper in taxes. I just look at it because I am a tax- 
payer. When the ships were foreign you were making money and 
paid no taxes on it? 

Mr. Kaun. Again correct. 

Mr. Zetenxo. And if you had sold them foreign and they remained 
foreign and you brought the money back into the United States you 
would have had to pay a tax on them of 26 years? 

Mr. Kann. Again correct. 

Mr. Zetenko. Well, the business foreign does not turn out so well, 
but you sell the ships American and up to that point you paid no 
taxes at all on vour foreign earnings ? 

Mr. Kann. Correct, sir. 

Mr. ZeELENKO. When you bring them back to the States and sell 
them for a price less than you bought them for, of course you would 
paynotaxonthem. You had a loss; is that right? 

Mr. Kaun. Right, sir. 

Mr. Zetenko. That is what I mean. You have paid no taxes so 
that was an advantage, a negative one, but you had an advantage. 
Now you come in here and you are urging the passage of this legisla- 
tion because I assume this would be another business advantage for 
you. That is the way you look at it. Otherwise you wouldn’t be 
here, is that right ? 

Mr. Kann. Absolutely correct. 

Mr. Zetenxo. What has the Government gained on this entire trans- 
action? They have lost taxes which they would have gotten if the 
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ships were American originally. They have lost taxes which if yoy 
had brought the money back when your flag was on foreign registry 
you w ould have had to pay and so the Gov ernment has gotten nothing 
out of this deal so far. 

Mr. Kaun. May I answer that. 

Mr. Zetenko. Tell me now what the Government is going to get 
out of this,deal. You may have to tell me, because if I were as good 
a businessman as you | might be sitting there where you are, 

Mr. Kann. Mr. Zele nko, if you will give me an opportunity I wil] 
be pleased to attempt to answer your question. 

Mr. ZeenxKo. Go ahead, sir. 

Mr. Kaun. The Government has gained a number of factors, No, 1, 
the Government has accomplished its primary purpose, it has 
created modern, good American-flag ships in lieu of what at the time 
in the Government’s judgment were fairly obsolescent tonnage. We 
had built these ships and these ships are presently in existence under 
American flag. The Government will be the rec ipient of taxes if and 
when we make money on these vessels. 

Mr. Zevenxo. Let me hold you there. You had made money on 
these vessels at one time. 

Mr. Kann. I am speaking of the title XI ships. 

Mr. ZELENKO. But you did make mone y on these vessels at one time 
and the Government got nothing. Now you say “When we make 
money the Government will get something,” but there was a time 
during the course of these tr ansactions when you did make money 
and the Government got nothing. How can we rely on the fact that 
when you make money the next time the Government will make 
money? That is a fair question. 

Mr. Kaun. Mr. Zelenko, you are presuming that we are not law 
abiding citizens. 

Mr. ZetenKo. You see, everything that you have done has been 
within the law. You are the one that keeps on insinuating it is not 
law abiding. These may be Freudian slips on your part. I doubt it. 
But I have not said that. This has all been within the law. 

Mr. Kaun. Mr. Zelenko, when we built these ships I don’t think 
that it should be forgotten that we have given a great deal of work 
to American shipyards. They have already paid their taxes. 

Mr. Zetenxo. You did, but you also made money. You got paid 
for it some way, did you not? 

Mr. Kaun. We have not made money because if we had made money 
we would not be here. 

Mr. Zetenko. The corporation did not. Did the officers draw 
silaries? I assume they did. 

Mr. Kaun. The officers drew salaries. 

Mr. ZevenKo. Certainly. I can work for a corporation which 
can lose money and I can make $250,000 a year and say my business 
is losing money, but that gives everybody a living, does it not? A cor- 
poration is a piece of paper. The people in it are the ones that earn 
the money. 

Mr. Kann. Mr. Zelenko, we cannot draw $250,000. 

Mr. Zetenxo. I don’t say that. I wish you did. 

Mr. Kaun. Mr. Zelenko, we have created these ships. The Govern- 
ment so far has not lost any money on it. We have paid the Govern- 
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ment for the insurance that they have given on these ships. We think 
that we have enhanced the defense posture by having built these 
vessels. he purpose of this legislation is being forgotten, it appears 
to me. 

Mr. ZeLeNKO. I must interrupt you. We have not forgotten the 
purpose of the building of these ships and I do not like anybody to 
come here, and I do not say this personally to you, but it is part of 
your statement, and say how patriotic everybody is. You have helped 
the defense for a profit and if it was not for a profit you would not be 
here. No businessman would. So you might add to your patriotic 
motives the profit won. I do not say that is illegal, but do not put 
it solely on the basis of patriotism, because you would not be here. 

Mr. Kann. I am not attempting to create that impression, Mr. 
Zelenko. We were hoping to make a profit and we were hoping to 
make a great deal of money. Our calculations were incorrect obvi- 
ously or else I would not be here, but it appears to me that the pur- 
pose of this legislation is to save these vessels and to save the Govern- 
ment from having to come across with 200-some-odd million dollars 
and if incidentally we benefit as a result of it I would be delighted. 

Mr. ZetenKo. You are interested in the Government having these 
ships at a time when they need them ¢ 

Mr. Kann. Yes, sir. 

Mr. Zetenxo. Allright. If they foreclose they would still have the 
ships and have them when they needed them; would they not? Who 
would get the ships if these mortgages would be foreclosed? Accord- 
ing to you, the Government, so we would have them. We would put 
some Navy people on them to keep them in shape and we don’t have 
to mothball all of them. The cost of sailors to keep them in shape 
would be a lot less, I think, than the cost of keeping people in busi- 
ness. We would have them one way or another. 

We might have them faster if they were foreclosed. We might 
have them faster if the suggestion of counsel was followed and you 
went along to amend the legislation so we could get them at a cheaper 
price, but you people don’t want that. You are for defense, but with 
a profit in this situation. 

Mr. Kann. Mr. Zelenko, if people were not interested in profit you 
would not have these ships created nor would you ever have another 
ship created under American flag privately owned. 

Mr. ZeLeNKO. But the Navy could build them and private industry 
would scream to high heaven: 

“Why should the Navy build ships which they would not use? We 
can use them in the meantime and put them to work.” 

That is right. That is why it was done. 

Mr. Kann. But had the Navy built them, Mr. Zelenko, and I don’t 
want to enter into this phase of the discussion, the U.S. Government 
would have in the interim laid out hundreds of millions of dollars. 
In the interim they have built these ships without laying out one dime. 

Mr. ZetenKo. That applies to most of the operators also. They 
have laid out very little relative to what the cost was. 

Mr. Asniry. On that point will the gentleman yield. 

Mr. ZetenxKo. I yield. 

Mr. Asutry. The fact is that you had to put up about $3 million? 

Mr. Kaun. Yes. 
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Mr. Asutryr. I want to get a little clearer picture as to where that 
$3 million came from. You had three ships that you got permission 
to transfer foreign, is that correct? 

Mr. Kaun. Yes, sir. 

Mr. Asuitey. What did you buy those ships for originally ? 

Mr. Kaun. For approximately $2,400,000. 

Mr. Asutey. About $800,000 apiece, is that right ? 

Mr. Kann. Yes, sir. 

Mr. Asniey. When you transferred them foreign did you sell them 
to a foreign company ¢ 

Mr. Kaun. I sold them to my own company, a related company. It 
was not at an arm’s length sale. 

Mr. Asuitry. What was the price? 

Mr. Kann. The same as what we paid for them, or possibly $100,000 
more, whatever the true market value was. I do not benseaibibel 

Mr. Asuxey. In other words, when you transferred them foreign 
you transferred the three of them foreign on the books for $2,400,000? 
Is that what you tell me? 

Mr. Kann. Or possibly $2.7. I don’t recall because there was 
a difference in the enhancement of the ship at that time. 

Mr. Asutry. When you found yourself in a position to transfer 
these ships foreign, when you got permission, did not the value of 
those ships go up very considerably from the $800,000 each that you 
had paid for them ? 

Mr. Kann. From the $800,000 they went up to approximately $1 
million or $950,000. 

Mr. ZretenKo. Will the gentleman yield? I have the figures here, 

Mr. Asutey. All right. 

Mr. ZeLtenxo. When you bought the ship domestic it was worth 
$800,000. The minute you got permission to transfer foreign, the 
domestic value on the traded-out ship, on your vessels, was $1,300,000; 
is that right? 

Mr. Kaun. That is correct. 

Mr. ZztenKo. So each ship before you transferred was worth a 
half a million dollars more than you paid for it, after you got per- 
mission totrade it foreign? Is that right or is it not? 

Mr. Kann. Mr. Zelenko, I attempted to explain yesterday that by 
the time we had been ready to transfer the ships the American value 
equally had enhanced and it was in excess of a million dollars. 

Mr. Zetenxo. Now just a minute. If my colleague will just per- 
mit me to read these figures then he may procede. 

Mr. Asutey. All right. 

Mr. ZeLeENKO. You told us yesterday that you bought the ships 
for $800,000 and they were worth another $500,000 after you got per- 
mission to trade them out. 

Mr. Kann. Yes, sir. 

Mr. Zetenxo. Let me give you the figures, and these figures are 
from the Maritime Administration. I am going to read you three 
sets of figures and then yield back to my colleague to show you that 
you made $1,100,000 in increased value on each one by the time they 
reached foreign flag. These are Maritime figures. Follow me and 
I will read them. You paid about $800,000 apiece for each ship. 
Then the minute you got permission to transfer them foreign the 
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domestic value on the traded-out ship went up to $1,300,000, but the 
restricted world value was $1,9000,000, that is, once they were foreign 
ou could have sold them outside for $1,900,000 each. Those are the 
figures I want to give you. Those are what Maritime gave me. 

Mr. AsHiEy. These may be the figures. Now let us just see what 
actually happened here as far as the money coming to Mr. Kahn is 
concerned. 

In other words, I am trying to find out how much money was made 
by the permission to transfer foreign. Can you help me with that? 

Mr. Kaun. Yes, sir. Had I sold the ships at the time when I had 
permission to transfer them foreign, had I sold them outside of my 
company to strangers, I could have made approximately $1,200,000. 

Mr. ZELENKO. On each ship? 

Mr. Kaun. No, sir; total. 

Mr. Totierson. Profit you mean. 

Mr. Kaun. Profit, which in effect would have made my investment 
in the American venture—I could have taken advantage of it, which 
I did not do. I could have taken this $1,200,000, which was made 
possible for me by the right of transfer, and invested that $1.2 million 
plus another $2 million into the venture. I did not take advantage of 
it, which was no one else’s fault but my own. 

Mr. Asuury. That is all right. There is no fault concerned. The 
ships were operating ; were they not ? 

Mr. Kaun. Yes, sir. 

Mr. AsHiEy. Were they making money for you ? 

Mr. Kaun. Yes, sir. 

Mr. Asuury. So there is no real fault concerned. The fact is that 
you are telling us that then you could have sold them for $1,200,000; 
is that right ? 

Mr. Kaun. No. I could have sold them actually for approximately 
$1,400,000. 

Mr. Asuuey. The three of them ? 

Mr. Kaun. Each one. 

Mr. Asutey. Each one for $1,400,000 ? 

Mr. Kann. Yes. 

Mr. Asuiey. So you would have a profit on each one of—— 

Mr. Kaun. $400,000. 

Mr. Asutey. No. 

Mr. Kann. Sir, from the time I bought the ships until the time I 
received them and had taken delivery the true value of American-flag 
ships was $1 million rather than the $800,000 that I paid. : 

Mr. Asutey. I don’t care what the true value was. You paid 
$800,000 4 

Mr. Kann. That is correct. 

Mr. Asuiey. All right. So you could have sold them for $1,400,000. 
That is $600,000 difference; is it not? 

Mr. Kann. That is correct. 

Mr. Asuiry. The market could be anything. If you buy cheap and 
sell dear the difference is your profit. ’ 

Mr. Kaun. I don’t argue that. 

Mr. Asutry. Of course you don’t. 

Mr. Kann. But what I am trying to explain is that the amount of 
money that I could have earned only is a result of the right of transfer 
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is $400,000 per vessel. If I had not transferred them at all I could 
have made $200,000 a ship. I could have made just $600,000 by 
walking away from the purchased contract from United States Lines, 

Mr. Asuiry. How soon after you bought them did the American 
value go to $1 million per ship ? 

Mr. Kaun. Almost within 30 or 60 days. 

Mr. Asuiey. How soon after you bought the ships did you get the 
right to transfer them foreign ? 

Mr. Kann. I have the dates on that. 

Mr. AsHixy. Well, approximately. 

The CuarrMan. Isit not this all a matter of record ? 

Mr. Kann. I have given those figures, but I think it must have been 
4 to 6 months or 4to7 months or thereabouts. 

Mr. Asutry. So there was an appreciation of the value of these ves- 
sels. You did not choose to sell them for a very good reason, I am 
sure, at this time; namely, that they were operating and making 
money ¢ 

Mr. Kann. Yes, sir. 

Mr. AsHtiey. Subsequently you transferred them back to the 
American flag; is that correct? 

Mr. Kaun. Two of them. 

Mr. Asutey. And sold them for? 

Mr. Kann. $600,000 or $622,000 each, if I am not mistaken, on 
credit terms, with 1 year’s credit terms. 

Mr. Asurry. Would it be divulging any business secrets to tell 
me where the $3,200,000 came from that was necessary, in addition to 
the $11 million in mortgage money guaranteed by the Government, 
for the construction of the ship ? 

Mr. Kann. You mean the $3,200,000 that was invested into Trans- 
eastern, my company ? 

Mr. Asniry. That is right. 

Mr. Kann. That money came as a result of contracts that we have 
had plus the ships we have had. We borrowed money and we in- 
vested it. 

Mr. Asuury. Where did it come from to start with? You formed 
a company for the construction of a supertanker. 

Mr. Kann. Yes, sir. 

Mr. Asury. You need about $3 million to do that. If you put up 
$3 million a bank with a guarantee mortgage would come up with 
$11 million. Where did the $3 million come from that you needed? 

Mr. Kann. The $3 million came as a result of our credit rating 
and as a result of assets that we have enjoyed in the foreign company. 

Mr. Asutry. Did you use collateral from your foreign companies! 

Mr. Kann. Yes, sir; I did. 

Mr. Asuiry. You say your credit rating is good, but my gosh, the 
bank is already going to lend you $11 million on the security of the 
ship. Your credit rating can be good, but they are not going to give 
you 100 cents on the dollar, are they ? 

Mr. Kaun. No, sir. 

Mr. Asutry. You have to have some collateral. Did you borrow 
the $3,200,000 ? 

Mr. Kaun. We borrowed the $3,200,000 and invested it into Trans- 
eastern and as a result of the profits that we have earned we have 
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heen able and we are paying that off and paid it off, but the Trans- 
eastern money is money that we can’t touch. Once having made the 
investment that belongs to that corporation. 

Mr. Asuitry. You are talking about the $3,200,000 ? 

Mr. Kann. Yes, the approximate $3 million that we have invested. 

Mr. ASHLEY. This was all borrowed money, is that right, Mr. Kahn? 

Mr. Kann. No, sir. It can’t be all borrowed money. You have to 
have assets in addition to the borrowing capacity. Some of it was 
borrowed and some of it was assets. 

Mr. Asutry. What assets does the company have if it is a one-ship 
company ‘ 2 

Mr. Kaun. No, the Transeastern never borrowed money, no, sir. 
This is a point that I want to make clear. Transeastern money was 
invested in hard cash. 

Mr. Asutry. What is the borrowed money you were talking about 
aminute ago ? 

Mr. Kaun. I say that we borowed money on foreign assets. 

Mr. Asutey. Who is we? 

Mr. Kann. The foreign corporation that we are interested in. 

Mr. Asuiey. Did you think I was talking about the foreign cor- 
porations a minute ago. Did you think I was interested in how they 
were set up ? 

Mr. Kann. No, sir. 

Mr. Asutey. I am interested in Transeastern. 

Mr. Kann. Transeastern never borrows any money. An invest- 
ment of $3,200,000 was made in Transeastern. They never borrowed 
money. 

Mr. AsHitEy. You have been telling me that they have been borrow- 
ing money, that they borrowed the $3,200,000. That is what we have 
been talking about the last 5 minutes. 

Mr. Kann. I am terribly sorry. I misunderstood. I thought you 
asked where did the original money come from to invest into Trans- 
eastern. I didn’t understand the question. 

Mr. Downtnea. Will the gentleman yield for one question ? 

Mr. Asuiry. Yes. 

Mr. Down1ne. What is the fair market value of Transeastern today, 
if you know ? 

Mr. Kaun. I couldn’t even attempt to estimate it. 

Mr. Down1ne. What would it be in relation to the present outstand- 
ing ane tenee } Is it more than the mortgage, or less than the mort- 


gage! 
fr. Karn. Ob, considerably less than the mortgage, very much less. 

Mr. Downtne. Thank you. 

Mr. Kann. Mr. Ashley, may I please perhaps clarify this a bit? 

Mr. Asutry. Yes. 

Mr. Kaun. The stockholders of Transeastern borrowed money and 
then invested this mone y into Transeastern. Transe: istern has never 
borrowed money so that the investment in Transeastern is not a bor- 
rowed investment. It is the stockholders of Transeastern that bor- 
rowed money and that made the investment into Transeastern. Trans- 
eastern doesn’t owe any money with the exception of the mortgage. 

Mr. Asuixy. Did they do it through the Transcape, the Transglobe, 
and the Transy ork Shipping Corp. ? 
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Mr. Kann. Pardon me? 
Mr. Asuiey. You say that the individual stockholders of Trans. 
eastern borrowed money and invested it in Transeastern, but the 
Transeastern has not borrowed money itself. 

Mr. Kaun. Right. 

Mr. Asutey. Did these individual stockholders borrow money and 
lend it directly to Transeastern, or did they borrow: the money and 
lend it to one of three or any of three companies or all, namely, Trans. 
cape Shipping Co., Transglobe Shipping Corp., Transyork Siem 
Corp., these companies in turn investing in Transeastern ? 

Mr. Kain. No, sir. No,sir; that is not the case. 

Mr. ZELENKO. Will the gentleman yield ? 

Mr. Asuiey. Yes. 

Mr. ZetenxKo. The only stockholders of Transeastern are three cor- 
porations; isn’t that right? Each one owns one-third of Transeastern? 
Mr. Kaun. No, sir; that is not so, sir. It isa holding company. 

Mr. ZeLtenKo. Just a moment, sir. Let me see if it isso. This isa 
report from the Maritime Administration. When you applied for 
your transfer you said that the Transcape, Transglobe, and Transyork 
each own one-third of the outstanding common stock of Transeastern 
Shipping. 

Mr. Kaun. That is not so, sir. It was originally applied this way 
and it was changed afterward and Transeastern Associates, which isa 
holding company, owns all the stock of Transeastern. 

Mr. ZeLenKo. So that Transeastern does not have any individual 
stockholders, does it ? 

Mr. Kaun. No, sir. 

Mr. ZELENKO. That is what I want to know. 

Mr. Kaun. No, sir. 

Mr. ZeLenKo. The three companies that I just read to you were the 
three ships turned into corporations that you bought from United 
States Lines. 

Mr. Kaun. That is right, sir. 

Mr. ZeLENKO. Now, you have taken those three companies and made 
one company out of them and that holds all the stock of Transeast- 
ern, does it not ? 

Mr. Kaun. That is right, sir. 

Mr. Zevenxo. Is that right ? 

Mr. Kann. Right. 

Mr. ZELENKO. So that when you say the stockholders borrowed you 
are talking about a corporation that did the borrowing without indi- 
dividual stockholders, is that right? 

Mr. Kaun. No, sir. 

Mr. ZeteENKo. Name me one individual stockholder, and I will 
yield back right after this, of this Transeastern ? 

Mr. Kaun. Transeastern does not have individual stockholders. 

Mr. ZetenKo. That is what I am talking about. I am not going 
to question you any further, Mr. Kahn. I will yield back the floor. 
This thing is so involved to me that I don’t like it because I don’t 
understand it. If I understood it I might like it, but I don’t under- 
stand it. There is too much of this difference of corporations. 
don’t know whether they are American, whether they are foreign, 
whether they are good or not good, and I don’t know whether the 
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Government will have any security here with all the manipulation 
as to the ownership of these companies unless you agree to put some 
of the safeguards in that counsel suggests. 

I am going to vigorously oppor this legislation because there has 
been too much hocus-pocus. don’t know what guarantee the Gov- 
ernment will have of recouping a penny. I yield back the floor. 

Mr. Asner. I have just one or two questions, Mr. Kahn. At the 
time you transferred the three ships foreign what was your purpose 
for doing so 

Mr. Kaun. The purpose of doing so was the hope of making more 
money in the foreign operation than under American operation. 

Mr. Asuitey. And how can you do this? Did you have American 
or foreign crews ? 

Mr. Kaun. On the foreign ships? 

Mr. AsHxey. On the three ships that you transferred. 

Mr. Kann. Prior to transfer they were American crews and follow- 
ing transfer they were foreign. 

Mr. Asuiry. You couldn’t very well have foreign crews on Amer- 
ican ships, so I assume for the short period you had to have them be- 
fore you transferred them foreign, of course they were American. 
You transferred them foreign and immediately put a foreign crew 
on. 

Mr. Kaun. Yes, sir. 

Mr. Asutey. This gave you an immediate advantage. What other 
advantages accrued to you as the operator of a foreign-flag vessel 
as against a comparable vessel under American flag? I say what 
other advantages; other than the cost differential and operation with 
respect to the crew. 

Mr. Kaun. In my instance I didn’t get any other advantage. The 
only other advantage that would have been possible is the somewhat 
higher value of the ship, but in my instance as it turned out, I did 
not take advantage sand, for that matter, in the final analysis when 
I did sell I transferred the two ships back to American registry. 

Mr. Asutry. How long did these ships operate under foreign flag 
for you approximately ? 

Mr. Kaun. Well, they operated under foreign flag for approxi- 
mately 2 years and if I am not mistaken two of them were in lay-up 
for about 10 months during the course of the operation. 

Mr. Asutry. On a ship of this type what is the saving per month 
in having a foreign crew as against having an American crew, inas- 
much as this was the principal saving? 

Mr. Kaun. I would judge that it would be approximately $900 a 


day. 

Mir. Asuuey. On the basis of an average month’s operation what 
does this come to ? 
Mr. Kann. It would come to $27,000 or soa month. However, may 
I point out that under a foreign operation the rate structure is con- 
siderably different. Under American-flag operation the way the 
situation exists today as an example, American-flag ships can earn 
somewhat more than a foreign-flag ship because of the fact that they 
are eligible for Public Law 480 cargoes. They have a certain amount 
of protective cargo. 
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Mr. Asner. I appreciate that. As long as you were busy, though, 
during this 2-year period you enjoyed a benefit and it is perfectly all 
right, “perfec tly within the law, as Mr. Zelenko says. Not only is it 
within the law, but as we pointed out yesterday, there is encourage- 
ment to have people do this. They are certainly permitted to do it, 
which is a form of encouragement. 

Mr. Kaun. That is correct. 

Mr. Asutry. The fact remains that there was an advantage of 
somewhere in the neighborhood of $1,000 a day per ship per operating 
day; is that right? 

Mr. Kann. “Right, sir. 

Mr. Asuiey. C ‘onsidering that there were three ships, over a period 
of a couple years this obviously would come to in the neighborhood of 
a million dollars; would it not ? 

Mr. Kaun. It could, sir. 

Mr. Asner. So this really and truly was to be where a consider- 
able amount of the money came from when we are talking about the 
$3 million that it was necessary for you to have in order to go ahead 
with the construction of the transfer. 

Mr. Kaun. No, sir; not in my instance, because again I say that I 
have had my ships in layup and one ship was under conversion in 

Japan for a period of 5 months, so that the $1,000 a day saving ap- 
proximately in crew oper rations did not alw: ays mean $1,000 a day 
extra profit because, that $1,000 a day saving did not always mean 
that I had the same rate for the cargoes I have carried. 

Mr. ZeLtenKo. Will the gentleman yield for a moment? 

Mr. Asuiry. Yes. 

Mr. ZELENKO. You say you were converting a ship in the Japanese 
yards at that time ? 

Mr. Kaun. No, I converted one of these three Victory ships in a 
Japanese yard. 

Mr. ZeLENKO. Saving money by not doing it in American yards and 
you were converting it for additional profit, were you not? You were 
not doing it for love. 

Mr. Kann. The intent, sir, was certainly additional profit. It 
didn’t turn out that way. 

Mr. ZeteNnKo. Of course. 

Mr. Kann. Everything I do has a profit incentive. 

Mr. ZeLenKo. Is that the reason you are urging this legislation! 
It has a profit incentive because everything you do has a profit to it. 

Mr. Asuiry. He said so and I think that that is probably the most 
forthright bit of testimony from here or there that we have had thus 
far. I think that is perfectly clear and very helpful. Do you have 
any other questions? 

The Crarrman. We are going to have to move along with this hear- 
ing because we are going over a lot of matters we have gone over 
before. Are there any other questions of this witness that have not 
been gone into? Allright. Thank you ver y much. 

The next witness is Mr. Kurrus. 





ee 


MERCHANT MARINE LEGISLATION 179 


STATEMENT OF RICHARD KURRUS, AMERICAN TRAMP SHIP 
OWNERS ASSOCIATION AND JOINT COMMITTEE OF AMERICAN 
FLAG TANKERS, ACCOMPANIED BY HOYT S. HADDOCK, EXECU- 
TIVE DIRECTOR, AFL-CIO MARITIME COMMITTEE 


Mr. Kurrus. Mr. Chairman, my name is Richard Kurrus and Mr. 
Haddock of the seafarer’s section of the maritime trades department 
is here with me. I am an attorney and I represent in this matter 
the American Tramp Ship Owners Association and the Joint Com- 
mittee for American-Flag Tankers. 

The American Tramp “Ship Owners Association is composed of 11 
member companies with a total of 43 American-flag vessels that are 
employed in the foreign commerce of the United States. Of the 43 
vessels so represented, there are 7 AP-3 Victory’s, 6 C-2’s, 1 CH, 
and 29 Liberty’s. The Joint Committee for American- Flag Tankers 
is composed of a number of companies owning and operating Ameri- 
can-flag tankers and the American maritime unions. 

These companies represented in the joint committee have no affilia- 
tion with any oil company, and their vessels have not received any 
mortgage insurance under title XI of the Merchant Marine Act, 1 936, 
as amended. 

The associations which I represent are not opposed to any reason- 
able and legitimate efforts to protect the position of the Government 
as the insurer of ship mortgages. We submit, however, that such 
efforts should not involve the conferring of unwarranted benefits 
upon a small and special group of tanker owners to the detriment of 
other owners of American-flag vessels. H.R. 10470 and S. 3018 would, 
we submit, give undue advantage to the tanker owners w ho have par- 
ticipated in the Maritime Administration’s trade-out-and-build pro- 
gram, with the attendant benefits of foreign transfers and title XI 
construction loan and mortgage insurance. These bills, at the same 
time, would be unduly prejudicial to other American-flag vessel 
owners and operators who would compete with these specially favored 
vessels. 

The vessels of American Tramp Ship Owners Association and the 
vessels of the companies which are members of the joint committee 
depend almost entirely for their economic existence upon the car- 
riage of Government-sponsored cargoes, moving pursuant to the cargo 
preference laws (sec. 901(b) of the Merchant Marine Act, 1936, as 
amended), and to some extent on cargoes moved by MSTS. All of 
these vessels were purchased with private funds, without the benefit 
of profits generated from foreign transfers and without the benefit 
of title XT insurance 

These vessels, in fact, have outstanding mortgages with either com- 
merical banks or other private lending institutions or with the Gov- 
ernment. The payments on these mortgages must be made by the 
owners and there has been no request for or offer of governmenta 
assistance. In fact some of the member companies of the Joint Com- 
mittee for American-Flag Tankers recently have gone bankrupt be- 


cause they were unable to meet: their payments under existing mort- 
gvaces, 
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It is well known, I believe, that American-flag shipping is gen- 
erally in financial distress at the present time. Several compani 
which operated American-flag dry cargo vessels and tankers, haye 
recently gone bankrupt, because they were unable to meet their pay. 
ments of interest and principal to the mortgagees of their vessels, 

We submit that there is no compelling reason for giving the owners 
of vessels having Government-insured mortgages further special ad- 
vantages, beyond those that they have already received. The pro- 
posed legislation, is, in fact, completely unprecedented with respect 
to the benefits it would give to a small group of private individuals, 

All American-flag vessels compete for the carriage of cargo prefer- 
ence cargoes, primarily Public Law 480 cargoes, and for the cargoes 
shipped by MSTS. There is no assurance that the rates for the car- 
riage of such cargoes will be profitable or remunerative to the Amer- 
ican-flag vessel owner. The fact is that many such rates, at which 
these Government-sponsored cargoes have been forced to be carried, 
are rates that have resulted in substantial losses to the owners. Vivid 
illustration of this fact is that the several American-flag companies 
that have recently gone bankrupt have done so while carrying these 
cargo preference cargoes. 

The competition between American-flag vessels is, therefore, both 
real and significant. Any advantage given by the Government to one 
group of owners would necessarily be unfair to the others. The pay- 
ment of principal and interest under ship mortgages are usually 
the most important and substantial fixed costs which a vessel opera- 
tor must. meet. A moratorium in the payment of such costs granted 
to one owner gives that owner an undue advantage over the owner 
who must pay such fixed costs, and it enables the owner receiving the 
moratorium to quote lower rates. 

For example, if we assume that the owner of a supertanker has a 
mortgage of $10 million, the annual principal payment under that 
mortgage would be $500,000 and the annual interest charages, at least 
at. the outset of the mortgage, wolud also be approximately $500,000. 

If, by virtue of the Government’s decision to make these current 
payments for the mortgagor under a title XI insured mortgage, the 
owner were to have these fixed costs of approximately $1 million 
eliminated from his current profit and loss statement, that owner 
would have a tremendous advantage over other private owners, not 
receiving such benefits, in competing for Public Law 480 and MSTS 
cargoes. 

The title XI tankers, although constructed for the foreign import 
oil trade have engaged primarily in the carriage of Public Law 480 
grain cargoes. Recently one such vessel of 46,000 deadweight-tons 
obtained the entire movement of grain, under a special program, which 
moved the U.S. gulf to Uruguay, and it carried the grain at rates 
which no other American-flag tramp operator could possibly meet. 
On a single voyage, depending on the trade involved, such a super- 
tanker, because of its greater capacity and speed, could carry as much 
cargo as seven to nine Liberty vessels. 

As I have stated, the members of the American Tramp Ship Owners 
Association and of the joint committee are only concerned with pre- 
venting the title XI vessel owners from receiving further special 
benefits that would enable these favored vessels to drive other private 
owners out of business. 
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Such mass destruction of the American-flag tramp fleet and the 
independent American-flag tanker owners would have the concomitant 
salt of eliminating jobs for hundreds of American seamen. This 
we submit would be the most vicious and unconscionable type of Gov- 
erument competition with private enterprise and would, in effect, be 
completely dissonant with the traditional purposes and policies of 
our maritime statutes. 

The entire problem concerning this legislation, of course, relates to 
the so-called trade-out-and-build program encouraged and fostered by 
the Maritime Administration in the latter part of 1956 and in 1957, 

cially following the closing of the Suez Canal in October 1956. 
As a matter of hindsight, this trade-out-and-build program has 
proved to be economically improvident. 

Understandably, the Maritime Administration is now most anxious 
to save face and to prevent imminent foreclosures. Many American- 
flag companies refused to participate in the trade-out-and-build pro- 

m because of its exceedingly questionable and tenuous economic 
justification. Those companies, which did participate, did so as pure 
speculators, and it is perhaps now apparent that their actions were 
poorly advised. 

If any action should be warranted to protect the Government’s posi- 
tion as the insurer of such mortgages, the entire emphasis should be 
on the accomplishment of that purpose, namely, the protection of the 
Government’s interest. No action 1s warranted, as a matter of equity 
or fairness, to protect the interests of the private companies who 
speculated in this program, and who generated all, or the most sub- 
stantial part, of their equity investment in the title XI vessels from 
transferring from the American-flag registry at the height of the 
charter market. Such transfers resulted in huge tax-free profits to 
the owners of transferred vessels and cost many hundreds of jobs for 
American seamen. 

The title XI vessels were constructed with two major benefits con- 
ferred by the Maritime Administration, viz, (1) trade-out privileges, 
and (2) title XI construction loan and mortgage insurance. In most 
cases, the most substantial part of the equity required for such con- 
struction by the owners was generated from such transfers of U.S.- 
flag vessels to foreign-flag registries. 

Under the so-called trade-out-and-build program, the Maritime 
Administration permitted the transfer of a certain amount of war- 
built American-flag Liberty, T-2 tankers, or Victory vessels to the 
foreign-flag registries of Panama, Liberia, or Honduras in consid- 
eration for a commitment to build new vessels under the American 


flag. 

This trade-out-and-build program was given an unprecedented 
impetus after the closing of the Suez Canal in October of 1956 and 
the resulting shortage of vessels, especially tankers. Freight rates 
were at extremely high levels for the approximately 7- or 8-month 
period following the closing of the Suez Canal. 

This trade-out-and-build program worked briefly as follows: An 
Operator proposing to build a new tanker, for example, would write a 
letter to the Maritime Administrator stating his proposal for new 
construction, and requesting (1) approval to transfer to foreign-flag 
Tegistry a certain number of war-built ships and (2) that title XI 
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construction loan and mortgage insurance be made available for the 
new construction. Thereafter, the Maritime Administrator would 
write a letter to the operator stating his “approval in principle” to the 
proposal. 

This “Approval in principle” letter afforded the basis for the oper- 
ator to maneuver and allowed him to arrange the rest of his trangae- 
tions. 

On a 32,650 deadweight-ton tanker, for example, in the latter part 
or 1956 or early 1957, the Maritime Administrator would allow the 
company proposing to construct such a new vessel to transfer foreign 
a total of four Liberty vessels, or in the alternative two T-2 tankers, 
or in the alternative one T-2 tanker and two Liberty vessels. Because 
vessels operating under foreign-flag registries have much lower oper- 
ating costs and could make a substantially higher profit than Ameri- 
can-flag vessels, and also because such profits as these foreign-flag 
vessels made were tax free, the foreign-flag vessels commanded sub- 
stantially higher prices on the market than similar American-flag 
vessels. 

The market value of such vessels, in other words, was a reflection of 
their earning power. In the fall of 1956 and during the early part of 
1957, the difference in value between an American-flag and a restricted 
foreign-flag T-2 tanker—that is, American-flag T-2 tanker and a 
restricted foreign-flag T—2 tanker—was approximately $1 million, and 
the difference in value between an American-flag and a restricted 
foreign-flag Liberty was at least $450,000. 

The company proposing to build the new tanker might not own, and 
in many cases did not own, the war-built vessels to be transferred. 
In this respect, the transfer rights themselves were negotiable and 
salable to owners who did have such vessels. The transfer right ona 
T-2 tanker, in other words, could be sold for approximately $1 million, 
and the transfer right on a Liberty vessel could be sold for approxi- 
mately $450,000. Many such transfer rights were sold. 

The company proposing to build a new tanker under the trade-out- 
and-build program had three alternatives with respect to the disposi- 
tion of his transfer rights, viz, (1) he could sell them to another 
company or companies and use the proceeds of the sale to meet his 
equity commitments for the new construction, or (2) he could transfer 
vessels that he owned or acquired to a foreign (nontaxpaying) sub- 
sidiary for registration under a foreign flag and, thereafter, sell 
them and use the proceeds to meet his equity requirements in the new 
vessel, or (3) he could transfer vessels that he owned or acquired toa 
foreign (nontaxpaying) subsidiary for registration under a foreign 
flag and operate them at the then prevailing high tanker rates, keep- 
ing the profits so obtained without paying any tax. In the third case 
in most instances the person transferring the vessels out would place 
them under a charter for as long a period as he could obtain and 
then use the charter for purposes of banking it and obtaining a loan 
from a domestic bank which would then supply the equity in the new 
corporation. 

The stockholders of the company building the title XI vessels would 
actually make the loan. Of course a combination of such methods 
might be employed. During this period, the transfer of vessels from 
an American corporation to a foreign wholly owned subsidiary was 
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recognized by the Internal Revenue Department as a tax-free 
transaction. 

The net result of these transfers was a substantial windfall profit 
to the company proposing to enter into the new construction. Per- 
haps the greatest profits were realized by those companies who trans- 
ferred the vessels to their own nontaxpaying foreign subsidiaries and 
who then chartered the transferred vessels out at extremely high rates 
for a period of time. In any event, the company proposing the new 
construction generated by one means or another a substantial amount 
of money. 

In the latter part of 1956 or early 1957, the cost of a 32,650 dead- 
weight-ton tanker in a domestic shipyard was approximately $10 mil- 
lion, or less. In a few cases I believe it was more. The Maritime 
Administrator granted, on such a vessel, title XI insurance on a con- 
struction loan in the amount of 75 percent of such cost of title XI 
insurance on a mortgage in the amount of 8714 percent of such cost. 

In other words, on a vessel costing $10 million, the Maritime Admin- 
istration insured a mortgage of $8,750,000. The required equity in- 
vestment of the owner was $1,250,000 plus some additional amounts 
required by the Maritime Administration in the form of net worth 
and working capital. Virtually all of this equity, however, could be 
generated from profits resulting from the transfer rights. In some 
eases, such profits might substantially exceed $2 million. 

This is the proper perspective, we believe, of the trade-out-and-build 
program. Of course, it cost hundreds of jobs for American seamen. 
Those companies participating in this program were speculating that 
the market would remain high. 

In any event, however, their gamble, in most cases, cost them very 
little because their equity investment was manufactured from the 
transfer rights. It turned out to be a bad business deal, especially 
for American seamen and the Government. The speculators did not 
make the fantastic profits which they had expected. 

There is no reason, whatsoever, that those companies who specu- 
lated in the trade-out-and-build program should now be entitled to 
any further relief from the Government. The new construction was 
abad business deal, but such deals are entered into by private business- 
men all the time, with their own capital, and Uncle Sam is not there 
tobail them out. Title XI of the Merchant Marine Act was intended 
to insure the mortgagee against loss; it was not intended to insure 
the mortgagor. Certain questions have been asked and Senator Potter, 
I believe, conceded that if any legislation is passed relating to this sub- 
ject the Government and the Maritime Administration should go over 
the financial situation with respect to each one of these companies 
with a fine-tooth comb. Also when Mr. Metz testified he stated that 
the Maritime Administration had requested some of these title XJ 
owners to turn over a list of the other assets which their related or 
associated companies had, but Mr. Metz stated that the Maritime 
Administration had no authority to require these title XI companies 
to disclose their other assets. 

_Certainly if the legislation should be seriously considered, the Mari- 
time Administration should be given the complete authority to require 
the title XI companies to make a full disclosure of their other assets. 

It is said that the Government has very little to lose by paying 
off the current principal and interest obligations of the speculators. 
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This is indeed not so obvious. The only justification for making such 
payments, from the point of view of the Government, is that the 
market will turn and that the vessels will become more valuable and 
can be operated profitably. If the Government is gambling that the 

market will turn, there should be a compelling economic analysis proy- 
ing the point. We have seen no such analysis, and, if there should be 
one, it should be part of the record. 

If there is no such analysis, the purpose of the legislation is lack- 
ing. Certainly, if the private speculators believe that the market will 
turn, they should be willing to place their own money into the com- 
panies owning the vessels. I note from the staement of Mr. Kahn, 
and similar statements also were made by Senator Potter and Mr. 
Spears, that “everyone believes the present financial situation for 
tankers is temporary.” 

We know of no one who harbors such a belief. We have seen no 
economic study that so states that the present financial distress for 

tankers is temporary. Asa matter of fact, most economic analyses on 
the point state that there is no relief in sight. 

We believe that this tem is not something that will cure the 
real problem involved, which is unemployment for American-flag 
tankers. Unless these particular vessels have employment the Gov. 
ernment will have to go on paying the principal and interest for a 
period of 20 years and then I suppose take the vessel over. 

The Joint Committee for American-Flag Tankers has in this respect 
filed application with the Office of Civil and Defense Mobilization re- 
questing a Presidential proclamation requiring that a least 50 percent 
of the oil importations brought into the U nited States be carried on 
American-flag tankers. 

Mr. ZEeLeNKO. I just want to interrupt a moment and have you ex- 
plain to us the difference between the Committee of American Tanker 
Owners represented by the last witness and this Joint Committee for 
American-flag Tankers. It is a little confusing. 

Mr. Kurrvs. Yes. The Joint Committee for American-Flag Tank- 
ers is made up of some individual companies owning the T-2 ‘tankers 
and the American Maritime Unions. The tanker companies have no 
affiliation with any major oil company. The Committee of American 
Tanker Owners, which is the group that Senator Potter represents, is 
composed of some 13 companies which constructed vessels under the 
so-called trade-out-and-build program. 

As I was saying, we filed an application with the Office of Civil and 
Defense Mobilization requesting that at least 50 percent of the im- 
ports brought into the United States be carried in American-flag 
tankers and subsequently the Committee of American Tanker Owners 
filed their own request ‘and in effect joined in the proposal that we 
made. That matter is still before the Office of Civil and Defense 
Mobilization and we believe and urge that that is the solution to the 
problem of the American-flag tanker, not a bill that provides special 
benefits for one group of owners. 

In the event that the market does not become more viable, the ships 
will become less and less valuable. Eventually, there will have to bea 
foreclosure, because I assume that the Government will not be willing 
to keep making the payments for 20 years. There is no justification 
for sweeping a bad deal under the rug by “buying time,” as the pro- 
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nents of the legislation argue. At the time of a foreclosure, the 
Government can lay the ship up in the reserve fleet or sell it. If they 
feel that the market will go higher, they can lay the ship up and sell 
it at a more advantageous t time. There is alw ays the danger, however, 
that the price that can be obtained from any such sale will be far less 
than what can be obtained today. 

Furthermore, it seems probable that without governmental inter- 
ference or unwarranted assistance, the equity owners of most of the 
title XI vessels will work out their own private arrangement to re- 
tain their equity and to prevent foreclosures. If this proposed legis- 
lation should pass, however, such efforts will cease. Everyone will be 
on the bandwagon for Government assistance. All of the mortgagee 
banks and lending institutions will want the easy way out and will 
rely upon Uncle Sam to pick up the tab. It was also mentioned I be- 
lieve by Mr. Kahn that the Bowery Savings Bank, which is the main 
obstacle causing this legislation, has offered the mortgagors an alter- 
native. 

They are willing to grant a moratorium for eight quarterly pay- 
ments in consideration for upping the interest rate a half a percent a 

ear on the remainder of the mortgage. Certainly if the title XI peo- 

ple feel that the present financial situation for tankers is temporary, 
as they say, they ought to be willing to take the gamble. It should 
be emphasized also that many title XI mortgagors are not requesting 
the assistance contemplated by this particular legislation. 

If any assistance were to be given to these speculators, they should 
be required to disclose fully the profits on their foreign-flag trans- 
fers and to use these profits before the Government implicates any 
of its money. Furthermore, they should be required to set forth their 
foreign-flag operations and asseis and to use such moneys prior to any 
further participation of the Government. 

The affiliated foreign-flag companies of these speculators are cer- 
tainly not bankrupt, and it would be unconscionable that this Govern- 
ment would be called upon to aid these companies while the hidden 
tax-free profits resulting from foreign transfers are retained. 

In summary, we submit that the only justific ation for legislation of 
this type w ould be for the purpose of protecting the interest of the 
Government. We can see no such justification in this instance. No 
economic analysis or study of the situation has been presented. Leg- 
islation for delaying the impact of a bad deal or for sweeping it under 
the rug temporar ily: cannot be justified. 

The title XI owners are asking that their assets be preserved. The 
owners of these vessels have other assets. If they feel that the market 
will turn upward, Jet them risk some of their own capital as other 
people are required to do, instead of calling upon the Government 
for assistance. 

If any legislation should be deemed desirable, and we submit that 
no case has been made as to why it is, then the amendments suggested 
by the Department of Commerce should certainly be adopted. Fur- 
thermore, the Secretary of Commerce should be ‘required to base his 
action on specific findings that (a) the mortgagor is in financial dis- 
tress and a default is imminent, (6) the Government would be 
Pevindiced by a foreclosure, (¢) the vessel will eventually be able to 

operated profitably, and (@) no other arrangement can be worked 
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out between the mortgagor and mortgagee so as to prevent a default, 
Most importantly other private owners, who have risked their own 
capital, should not be faced with the unfair competition of vessels 
which have been given such unprecedented assistance by the Govern- 
ment. 

In order to prevent the destruction of the American tramp fleet and 
of other tanker companies, any vessel having its interest or principal 
payments, under its mortgage, paid by the Government should not “be 
allowed to participate in the carriage of cargo preference cargoes, as 
an American-flag vessel, until suc ch payments are repaid to the 
Government. 

The above provisions have been incorporated in a bill introduced 
by Congressman Dingell, H.R. 12460. A similar bill has been intro- 
duced by Congressman Multer. We urge that the provisions of these 
bills be incorporated in any legislation th: at might be reported by this 
committee. 

As I have stated, the interest of the associations which I represent is 
to prevent their destruction and the elimination of jobs for Ae ‘lean 
seamen, because of the impact of the proposed legislation. We sub- 
mit that these are compelling matters th at must be considered by 
this committee. 

Thank you. 

The Cuarrman. Mr. Tollefson. 

Mr. Totterson. Just one question. Putting aside for the moment 
the benefits that this legislation would bring to the operators of the 

tankers and considering only the Government’s side of it, would the 

Government be hurt in any way if it made advancements which would 
reduce the amount of the mortgage which the Government might ulti- 
mately have to pay? Would the Government be out any extra dol- 
lars by virtue of that? 

Mr. Kurrvs. I think the Government could be out a substantial 
amount of extra dollars, Mr. Tollefson. If the Government is going 
to eventually have to take the ship over anyway, if this is just buyi ing 
time for the purpose of avoiding public disclosure of this trade-out- 
and-build program, and if the ships are eventually going to have to be 
sold under foreclosure sale, the price at which the vessel could be 
sold in the market is probably higher right now than it ever will be 
subsequently, and if the Government is going to have to take a loss it 

ought to minimize its loss, not try to maximize its loss by pouring 
good money after bad into a bad deal. 

Mr. Totterson. Do I assume from what you say that the market 
is good now for the sale of vessels ? 

Mr. Kurrus. I don’t think the market is especially good right now 
for the sale of vessels or for the operation of a vessel, but there is no 
prospect that it is ever going to be any better. 

Mr. Torterson. What I had particularly in mind did not have 
to do with the market value of ships, which all of us know goes up and 
down, but assuming that the market stays normal and stays at a level, 
the actual dollars ‘paid by the Government by way of advance pay- 
ments would simply reduce the amount of the mortgage which the 
Government might have to pay if the owners decided to default? 

Mr. Korrvus. I think the Government could end up losing a sub- 
stantial amount of money. Suppose that you take a 32.,000- dead- 
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weight-ton tanker and let’s assume that the outstanding mortgage is 
$8 million and that the Government in order to forestall putting up 
the entire $8 million makes mortgage and interest payment of ap- 
proximately a million dollars to the mortgagee. 

The Government is buying time at that point. They are hoping 
that the mortgagor will eventually be in such financial condition that 
the vessel can be operated profitably or if he should not be in such 
financial condition that they can take the vessel over and eventually 
sell it for $8 million or higher. 

In the first: place, I think that the equity owners will work out a way 
to pay the mortgage payments themselves, if the Government doesn’t 
interfere, and if the private mortgagor and mortgagee did work out 
such an arrangement certainly the Government has made an unwar- 
ranted expenditure, but even supposing that they can’t work some- 
thing out and the Government has to foreclose the vessel, if the ves- 
sel is foreclosed, well, at the time there is a default in the payment. 

The mortgagee at that time has one of two alternatives. He can 
turn the mortgage back to the Government and the Government has 
to pay off the amount of the mortgage, or he can go against the ves- 
sel, which is his security. If he goes against the v vessel, then the Gov- 
ernment is released from its commitments under the mortgage, but 
assume that he does hand the mortgage back to the Government and 
asks for his $8 million. 

At that point the Government has a vessel on its hands. It can 
either lay it up in the reserve fleet or it can sell it. I assume that it 
might be more propitious for the Government to sell the vessel in the 
private market and if it does sell the vessel in the private market I am 
saying that the price at which they can sell it is probably higher right 
now than it ever will be subsequently unless you begin thinking that 
the Suez Canal will be closed again. 

Mr. Totterson. Now you are t: uking about variations in the market. 

Mr. Kurrus. You asked me if the Government could possibly lose 
any money. 

Mr. Totterson. If the market stays level, because with variations 
of the market the Government could conceivably make money as well 
as lose money. 

Mr. Kurrus. That is what I say. The whole theory of this bill is 
based on—in my mind—a fallacious idea that the market is going to 
change for the better. 

Mr. Totterson. This is the question I have in my mind. Whether 
or not the Government is going to make or lose money by following 
the procedure outlined in this bill. I say make or lose money, whether 
the Government is going to break even or lose money. 

Mr. Kurrus. If the market stays the same they have to lose, it seems 
to me, 

Mr. Totterson. I have not said anything about interest. I have 
talked about principal payments only. T he interest is another factor 
which the committee will have to give consideration to. 

[have no further questions, Mr. Chairman. 

The Cuarrman. Mr. Ashley. 

Mr. Asuiry. I think this is a very good statement, Mr. Kurrus, on 
hehalf of your association and the joint committee. 

Mr. Kurrus. Thank you. 
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Mr. Asuxey. Let me ask you, if you know, how many participants 
have there been under the title XI program ¢ 

Mr. Kurrus. I understand there are 29 vessels involved in the trade- 
out-and-build program, Mr. Ashley, although 13 are represented by 
Senator Potter’s group, the Committee of American Tanker Owiiies 

Mr. Asuiny. Is it your understanding the 16 that are not repre. 
sented by Senator Potter are not in favor of this legislation ¢ 

Mr. Kurrus. No, I didn’t mean to make that representation, | 
don’t know. I know that some title XI people are not in favor of the 
legislation. Now, whether all 16 are not in favor of the legislation or 
not I really do not know. 

Mr. Asutey. I think we will probably have an opportunity, either 
directly to Senator Potter or otherwise, to find out whether these 13 
just voluntarily associated themselves together, or whether all 29 were 
contacted but only 13 chose to so associate themselv es. I think it will 
be an interesting thing for the committee to know. I take it that your 
position is that there is significance to the fact that the Bowery 
Bank has offered a moratorium. 

In other words, the Bowery Bank will do very much what is sought 
in this legislation, except they will do it for a half percent increase in 
the amount of the interest. 

Mr. Kurrus. That isright. They will doit fora price. Of course 
they are not going to do it for nothing and it is going to cost the par- 
ticular title XI tanker company considerably more money, and it also 
requires the approval of the Maritime Administration to an increase 
of the interest rate from 5 to 514 percent. 

Mr. Asuuey. The only thing I would question as far as your think- 
ing is concerned is the fact that if the Bowery Bank is willing to do 
this, they must feel that the market perhaps isn’t quite as bleak as you 
paint it. 

Mr. Kurrus. They have nothing to lose, Mr. Ashley. They havea 
Government-insured mortgage. 

Mr. Asuxiey. You are quite right. That is the answer. 

Mr. Kurrus. They don’t care whether the market goes up or down. 
They couldn’t care less. 

Mr. Asuiey. Yes; you are quite right. There is not much argu- 
ment to that. You are quite right. That is all, Mr. Chairman. 

The Cuatrman. Mr. Zelenko. 

Mr. ZeLENKo. You indicated that if this legislation passed it would 
operate to the detriment of all these other vessels, tramp vessels and 
other cargo-carrying vessels, that didn’t have the advantage of this 


speculation. 
Mr. eee Yes, I believe it would, Mr. Zelenko. 
Mr. ZELEN And I think yesterday I indicated, but didn’t get an 


answer, that this seems somewhat a natural guess to FHA mortgages 
where a veteran goes in and gets a mortgage from a bank which is 
insured by the Government and if he can’t pay his payments they fore- 
close his house. If legislation were asked on behalf of men like that, 
that would be natural guess to this, would it not ? 

Mr. Kurrus. I think it would. 

Mr. ZeLENKO. I would be more in favor of that than this because 
that provides a home and this is suposed to provide a profit. 
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Mr. Kurrus. I think this opens the door up for a lot of interference 
by the Government in situations where people have taken a gamble and 
ost. 
Mr. ZeLENKO. Let me ask you this. We were not clear yesterday. 
Ithink one of the witnesses stated this. Perhaps youknow. Did the 
Maritime Administration require that each one of these corporations 
bea separate corporation for each ship ? 

Mr. Kurrus. No. 

Mr. ZELENKO. That is not so? 

Mr. Kurrus. No, that is not a requirement. There are require- 
ments for net worth and working capital of course of the company 
owning the title XI tanker. There is no requirement that that par- 
ticular company cannot own other vessels. 

Mr. ZetenKko. Perhaps you can clarify this. Yesterday the wit- 
ness was not clear on whether or not. the bank foreclosed the mort- 
gage it could keep the vessel if it so desired or it had to turn over to 
the Government. What is your information? 

Mr. Kurrus. My understanding of that is this, Mr. Zelenko. The 
bank as the mortgagee has the alternative of either turning the mort- 
gage back to the Government and getting payment by the Govern- 
ment of the amount of the mortgage, or it can elect to go against the 
security ; namely, the vessel. 

Mr. ZELENKO. Then the Government would be relieved ? 

Mr. Kurrus. The Government would be relieved. The Govern- 
ment would be let off. The Government doesn’t care at that point. It 
isn’t the insurer. As a matter of fact, if he does elect to go against 
the vessel, the Government is automatically relieved. Of course, if 
he goes against the security, the vessel has to be at that point sold and 
the mortgagee would have to buy it the same as anybody else, pursuant 
toa foreclosure sale. 

Mr. Zecrenko. Thank you very much. 

Mr. Downtnca. I have no questions, Mr. Chairman, other than to 
comment that was a very fine statement. 

The Cuatrman. The counsel, Mr. Drewry. 

Mr. Drewry. Mr. Kurrus, does your joint committee for American- 
flag tankers represent any new tankers, tankers built within the past 
5 years ? 

Mr. Kurrus. No; we do not. 

Mr. Drewry. What are they ? 

Mr. Kurrus. They are all T-2 tankers. 

Mr. Drewry. How many tankers are represented by the joint 
committee ? 

Mr. Kurrus. Seven. 

Mr. Drewry. Could you give the committee for the record the 
membership of the joint committee and the number of ships? 

Mr. Kurrus. I would be glad to supply it later, Mr. Drewry. I 
don’t have it with me. 
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(The information referred to follows:) 
Vesse 


Company : S/T Producer 
Marine Carriers Corp bye Coalinga Hills. 


Transoceanic Petroleum Carriers, 
S/T Elemir. 
S/T Almena. 
S/T Barbara. 
S/T Ann Marie. 
Bayview Steamship Corp Ex-Wang Explorer (now owned by 
Carleton Credit Corp.). 
Fairfield Steamship Corp Ex-Wang Dispatcher. 
Emerson Steamship Corp Wang Importer. 
Ozark Navigation Corp SS Ozark (now owned by Wall Streot 
Traders Inv. Co.). 

Mr. Drewry. In speaking for the American Tramp Ship Owners 
Association, is this a unanimous appearance you are making? 

Mr. Kurrus. They employed me as an attorney to represent them 
in this matter. I really have no direct knowledge of what happened 
at the meeting. I understand they had a board of directors meeting 
and they voted on the matter. In the American Tramp Ship Owners 
Association there are some people who are also part of the title XT 
group. Some of these title XI owners are on the board of directors, 
It is my understanding that the vote was 4 to 1 in favor of opposing 
this legislation with two abstentions, 

That is hearsay, Mr. Drewry. I didn’t know it from my own 
knowledge. 

Mr. Drewry. Mr. Kahn testified that he was a member of the 
board of directors of the Tramp Ship Owners Association, but I 
notice in listing the ships that compose the American Tramp Ship. 
Owners Association that you list only dry-cargo vessels. 

Mr. Kurrus. That is because the American Tramp Ship Owners 
Association represents only dry-cargo vessels. In other words, some 
of the members of that particular association might have tankers, but 
they wouldn’t be represented in the Tramp Ship Owners Association. 
Technically they wouldn’t consider a tanker a tramp. 

Mr. Drewry. Unless they have dry cargo vessels too? 

Mr. Kurrus. That is right. 

Mr. Drewry. I think that is all, Mr. Chairman. 

The Cuatrman. That concludes your general statement ? 

Mr. Haddock, do you have anything to say ? 

Mr. Happock. I have nothing to say. 

The Cuarrman. The committee will stand adjourned. 

(Whereupon, at 12 noon, Wednesday, June 22, 1960, the committee 
adjourned subject to the call of the Chair.) 
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